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his  book  is  an  introduction  to 
the  subject  of  putting  your 
money  to  work  to  earn  a profit. 
Its  purposes  are  to  increase  your  awareness  of  the  broad  scope  of  financial 
alternatives,  from  term  deposits  and  government  bonds,  to  publicly  traded 
shares  and  real  estate;  and  more  importantly,  to  increase  your  awareness  of 
the  associated  risks  and  rewards. 

Every  effort  has  been  made  to  ensure  that  all  information  is  accur- 
ate to  December  31,  1985.  As  time  passes,  however,  personal  income 
tax  and  investment  information  changes.  It's  up  to  you  to  verify  any 
information  on  which  you  base  your  financial  decisions. 

This  book  is  not  intended  as  a substitute  for  advice  from  profession- 
als in  the  field  of  personal  financial  planning  and  taxation. 
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2000  A.D.  is  designed  to  help  you  increase  your  financial  aware- 
ness so  you  can  achieve,  to  the  greatest  extent  possible,  a financially  secure 
future. 

Look  ahead  to  the  year  2000.  Have  you  ever  stopped  to  think  about 
the  amount  of  money  you'll  earn  between  now  and  then?  The  amount  could 
be  substantial,  but  where  will  it  all  go?  The  choice  is  yours.  You  could  arrive 
at  the  year  2000  with  little  to  show,  materially,  for  work  you've  done,  money 
you've  earned.  Or  you  could  build  a financially  secure  future  for  yourself 
and  your  family.  To  accomplish  this  you  will  need  to: 

• Save  money  from  your  current  income  for  future  use 

• Use  your  accumulated  savings  in  ways  that  will  earn  more  money  for  you 

• Know  the  risks  you're  taking  when  you  put  your  money  to  work 

• Be  aware  of  changes  in  the  financial  marketplace  that  affect  you 

• Utilize  sources  of  information  to  expand  your  knowledge 

The  four  parts  of  2000  A.D.  each  focus  on  a particular  aspect  of  fin- 
ancial awareness.  However,  the  information  is  substantial,  and  you  may  not 
want  to  read  it  all  at  once.  Work  your  way  through  it  slowly,  using  the  glos- 
sary starting  on  page  70  as  necessary  to  perfect  your  knowledge  of  terms  and 
definitions  in  the  financial  marketplace. 
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Part  One: 
Get  Ready 


2000  A.D.  is  about  financial  planning,  the  creation  of  savings,  and 
evaluating  ways  to  make  these  savings  work  for  you.  In  this  sense,  the 
book  is  about  investing,  in  that  investments  are  anything  in  which 
money  is  put  for  the  purpose  of  earning  a profit.  Most  importantly,  per- 
haps, the  book  discusses  the  risks  that  exist  in  most  investments,  including 
insured  deposits,  and  suggests  questions  to  ask  before  putting  your  money 
into  any  of  them. 

Part  One  sets  the  stage.  It  takes  you  through  the  basics  of  financial 
planning  and  the  steps  you  need  to  follow  before  you  start  investing.  The 
steps  help  you  assess  your  present  circumstances,  identify  your  goals,  design 
a financial  plan,  keep  your  savings  safe,  become  tax  wise,  and  know  yourself 
as  an  investor. 


Assess  Your 
Present 
Circumstances 


T 

M he  starting  point  for  financial 
8 planning  is  an  honest  assess- 
ment  of  your  financial  circum- 
stances at  this  time.  How  much  are  you  worth,  how  much  income  do  you 
earn,  and  where  does  it  go  each  month? 

Your  net  worth  is  how  wealthy  you  are.  It  is  the  total  of  all  your 
assets,  or  what  you  own,  minus  your  liabilities,  or  what  you  owe.  It  is  essen- 
tially a snapshot  of  your  financial  situation  on  a specific  date.  Calculated  on 
the  same  date  each  year,  it  measures  your  progress  in  moving  toward  finan- 
cial security. 

A sample  format  for  preparing  a net-worth  statement  is  provided  on 
the  opposite  page.  As  you  calculate  your  net-worth,  value  your  assets  accur- 
ately. Use  today's  fair  market  value  for  such  items  as  real  estate,  vehicles, 
and  furnishings.  Don't  overestimate!  Try  to  find  out  the  current  cash  value 
of  your  life  insurance  policies  and  employer  pension  plan  by  contacting  your 
insurance  company  and  your  employer's  personnel  office. 

A net-worth  statement  helps  you  analyse  the  nature  of  your  assets 
and  debts.  This  analysis  should  include  the  questions  below.  While  you'll 
know  some  of  the  answers  now,  you'll  be  able  to  answer  the  rest  when  you 
have  read  this  book. 


• Is  most  of  my  net  worth  concentrated  in  one  asset? 

• Is  too  much  of  my  net  worth  in  depreciating  assets  such  as  vehicles? 

• Are  family  assets  in  the  most  beneficial  ownership  for  tax  purposes? 

• Are  my  assets  increasing  in  value  to  match  inflation? 

To  complete  the  picture  of  your  present  financial  circumstances, 
you  will  need  to  calculate  your  take-home  income  and  write  down  where  it 
all  goes.  Use  the  "Budget  Planner"  chart  on  pages  8 and  9 to  assist  you  in  this 
exercise.  For  now,  write  down  what  you  actually  spend,  not  what  you  think 
you  should  spend.  You  will  use  the  "Budget  Planner"  again  later  when  you 
design  your  financial  plan.  But  first,  you  need  to  take  a close  look  at  your 
goals. 
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NET-WORTH  STATEMENT 


ASSETS  (what  you  own) 

CURRENT  VALUE 

CASH  AND 
NEAR  CASH 

Cash  on  Hand 

Chequing  Accounts/Savings  Accounts /Broker  Accounts  j 

Canada  Savings  Bonds 

Term  Deposits 

Investment  Certificates 

Money  Owed  to  You  on  Demand 

Other 

MARKETABLE 

ASSETS 

Government  Bonds/Corporate  Bonds 

Common  Shares/Preferred  Shares 

Mutual  Funds 

Real  Estate  Investments 

Business  Interests 

Other 

LONG-TERM 

ASSETS 

Cash  Value  of  Life  Insurance 

Registered  Retirement  Savings  Plan 

Pension  Plan/Profit  Sharing 

Other 

PERSONAL 

ASSETS 

Personal  Residence 

Recreation  Property 

Vehicles 

Recreation  Equipment 

Household  Furnishings/Equipment 

Collectibles  (art,  stamps,  coins,  jewelery,  etc.) 

Other 

TOTAL  ASSETS 

LIABILITIES  (what  you  owe) 

AMOUNT  OWING 

SHORT-TERM 

DEBT 

Charge  Accounts/Credit  Cards 

Loans 

Taxes  (income  or  property  tax  currently  owing) 

Charitable  Pledges 

Unpaid  Bills 

Other  (family  obligations,  life  insurance  loans,  etc.) 

LONG-TERM 

DEBT 

Home  Mortgage 

Other  Mortgage  Loans 

Other  (line  of  credit,  margin  account,  etc.) 

TOTAL  LIABILIT 

ES 

NET  WORTH  equals  TOTAL  ASSETS  minus  TOTAL  LIABILITIES 


Identify 
Your  Goals 


Aff 


1995 

* 

1993 

1992 

1991 

1990 

1989 

1988 

1987 

1986 
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■ m eing  realistic  about  your  goals  is 
important  if  you  are  to  design  a 
sound  savings  plan  and  invest- 
ment strategy.  Begin  by  considering  your  circumstances  between  now  and 
the  year  2000.  How  old  will  you  be  then?  Will  you  be  in  the  midst  of  expen- 
sive child-rearing  years?  Will  your  children  have  left  home?  Will  you  be 
retired? 

Because  your  goals  should  first  meet  your  needs  for  financial  secur- 
ity, the  following  financial  concerns  should  be  given  consideration: 

• Gradually  accumulate  a permanent  emergency  fund.  The  fund  should  be 
large  enough  to  cover  at  least  three  months'  expenses  and  should  be  placed 
where  it's  safe  and  yields  the  best  possible  interest.  You  also  want  to  be 
able  to  convert  the  fund  to  cash  easily,  without  loss,  and  to  be  able  to  with- 
draw only  a portion  of  it  if  necessary. 

• Regularly  contribute  to  a pension  plan,  safe  retirement  savings,  or  both. 
Financial  security  in  retirement  should  be  planned  many  years  in  advance. 
Recognition  of  this  fact  has  made  registered  retirement  savings  plans 
(RRSPs)  popular  for  long-term  savings.  However,  money  in  an  RRSP  can 
be  at  risk.  Make  sure  you  ask  questions  about  the  safety  of  your  money. 
Refer  to  the  box  "Registered  Retirement  Savings  Plans"  on  page  7. 

• Obtain  sufficient  insurance  to  protect  your  family  and  your  assets.  Insur- 
ance is  one  of  the  cornerstones  of  financial  security.  Since  this  subject  is 
not  dealt  with  in  this  book,  however,  develop  your  awareness  by  pursuing 
some  of  the  resources  referred  to  on  pages  63  and  64. 

• If  you  own  your  own  home,  work  toward  paying  off  your  mortgage.  Own- 
ing a clear-title  residence  is  an  investment  which  contributes  to  family 
security.  Eliminating  mortgage  payments  removes  a large  interest  expense 
which  is  not  tax-deductible.  However,  accomplishing  this  goal  may  be  a 
long-term  project.  Mortgage  rates  and  interest  rates  available  on  other  in- 
vestments, as  well  as  your  other  goals,  will  influence  your  decision  to  pay 
off  your  mortgage. 

Combine  your  realities  with  your  dreams  and  identify  your  major 
goals  from  now  until  the  year  2000.  Follow  these  suggestions: 

• Be  specific.  The  clearer  your  goals,  the  greater  is  your  chance  of  achieving 
them.  Long-range  goals  are  more  attainable  if  you  set  interim  goals  to  mea- 
sure your  progress. 

• Put  a price  tag  on  your  goals.  Knowing  their  cost  helps  you  plan  to  reach 
them. 
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• Set  a time  frame  for  goal  achievement.  This  gives  impetus  to  your  plan- 
ning. 

• Write  your  goals  down.  This  increases  your  commitment  and  helps  you 
plan. 


Develop  a personal  chart  of  your  major  goals  to  the  year  2000.  A 
chart  is  provided  below.  Begin  by  listing  your  short-term  goals  and  progress 
to  those  that  are  more  distant.  Where  possible,  decide  upon  a date  when  the 
goal  will  be  achieved,  and  note  your  age  for  a touch  of  reality.  Estimate  the 
cost  of  each  goal,  and  determine  when  it  must  become  part  of  your  savings 
plan  to  be  achieved.  You  will  then  have  to  include  that  expense  in  your 
budget. 


MAJOR  GOALS  TO  THE  YEAR  2000 


YEAR 

AGE 

GOALS 

TOTAL  COST 

2000  A.D. 




REGISTERED  RETIREMENT  SAVINGS  PUNS 

A registered  retirement  savings  plan  (RRSP)  is  not  a type  of  investment.  Think  of  it  as  a box  into 
which  you  put  investments  of  your  choice.  The  plan  must  be  registered  with  Revenue  Canada  by  the  insti- 
tution which  holds  the  RRSP  for  you. 

Revenue  Canada  has  identified  the  investments  which  qualify  for  inclusion  in  an  RRSP.  Among 
them  are  term  deposits,  guaranteed  investment  certificates,  mutual  funds,  mortgages,  bonds,  and  shares. 
As  you  read  on  you  will  learn  more  about  these  investments  and  their  respective  risks.  You  cannot  assume 
that  an  RRSP  is  risk  free.  The  safety  of  your  money  in  an  RRSP  depends  on  the  type  of  investment  you 
choose  and  the  financial  institution  with  which  you  deal. 

Don’t  be  mislead  by  the  term  “government  approved’’  in  information  pamphlets  or  advertise- 
ments for  RRSPs.  “Government  approved’’  simply  means  that  the  investment  qualifies  for  inclusion  in  an 
RRSP  under  Revenue  Canada  rules.  It  is  not  a guarantee  that  your  money  will  be  safe.  To  learn  more  about 
RRSPs,  refer  to  the  resources  listed  on  page  63. 
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Design  Your 
Financial  Plan 

BUDGET  PLANNER 


So  far  you  have  prepared  a net-worth  state- 
ment to  get  a clear  picture  of  your  assets  and  liabili- 
ties. You  have  tracked  your  cash  flow  to  find  out 
where  your  money  goes.  Dreaming  a little,  you  have 
examined  your  future  realities  to  develop  a list  of 
meaningful  goals  to  the  year  2000.  Now  — to  make  it 
happen! 

A budget  or  personal  spending  plan  will  help 
you  control  your  spending  and  direct  more  money  in- 


MONTHLY  TAKE-HOME  INCOME 


WAGES/SALARY 

WAGES/SALARY 

FAMILY  ALLOWANCE/PENSION 

OTHER  REGULAR  MONTHLY  INCOME 

TOTAL  MONTHLY  TAKE-HOME  INCOME 

MONTHLY  BUDGET 


MONTHLY 

SAVINGS 

EMERGENCY  FUND 

TOTAL  MONTHLY  SAVINGS 

1 

MONTHLY 

LIVING 

EXPENSES 

FOOD  (plus  other  grocery  store  items) 

HOUSING 

1st  mortgage  or  rent 

2nd  mortgage 

UTILITIES  (total  from  box  “A”  on  opposite  page) 

HOUSEHOLD  INCIDENTALS  (dry  cleaning,  newspapers,  etc.) 

TRANSPORTATION 

gasoline 

bus  fare 

parking 

PERSONAL  ALLOWANCES  AND  RECREATION  (total  from  box  "B”  on  opposite  page) 

OTHER 

(child  support,  alimony,  child  care, 
household  help,  etc.) 

MONTHLY  REQUIREMENT  FOR  IRREGULAR  AND  ANNUAL  EXPENSES 
(total  from  box  “C”  on  opposite  page) 

TOTAL  MONTHLY  LIVING  EXPENSES 

2 

MONTHLY 

CREDIT 

PAYMENTS 

TOTAL  MONTHLY  CREDIT  PAYMENTS 

3 

TOTAL  MONTHLY  BUDGET  (add  lines  1,  2,  and  3) 
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to  savings  so  that  you  can  achieve  your  goals.  Using  a 
budget  guide  such  as  the  "Budget  Planner"  on  these 
pages,  design  a budget  that  is  realistic,  controls  your 
spending,  and  gives  savings  a high  priority. 

Review  your  goals,  especially  the  most  im- 
mediate ones,  noting  their  cost.  An  emergency  fund, 
already  discussed  on  page  6,  may  be  one  of  your  first 
savings  priorities.  How  much  must  you  save  this  year 
to  achieve  these  goals?  Are  you  expecting  any  unusu- 


al income  such  as  a tax  refund,  bonus,  or  bond  inter- 
est which  could  be  used  for  these  goals?  Determine 
the  amount  you  must  save  monthly  and  work  it  into 
your  budget. 

If  you'd  like  more  information  on  how  to 
prepare  a budget,  use  the  clip-out  coupon  on  page  69 
to  send  for  Taking  Charge.  This  booklet  focuses  on 
budgeting,  using  credit  wisely,  and  trimming  ex- 
penses. 


BUDGET  DETAILS 

Transfer  the  totals  from  boxes  A,  B,  and  C to  the  appropriate  line  on  the  MONTHLY  BUDGET  chart  on  the  opposite  page. 


A MONTHLY  UTILITIES 

POWER 

WATER/SEWAGE/WASTE 

TELEPHONE 

local 

long  distance 

NATURAL  GAS 

CABLE  TV/PAY  TV 

TOTAL  MONTHLY  UTILITIES 

IRREGULAR  AND  ANNUAL  EXPENSES  (All  figures  on  this 
I*  chart  should  be  annual  not  monthly  amounts.) 

CLOTHING 

(list  annual  amount  for 
each  family  member) 

INSURANCE 
(if  you  pay  directly) 

vehicles 

life 

property 

other 

MEDICATION/MEDICAL  FEES 

DENTAL/OPTICAL 

EDUCATION 

tuition 

supplies 

TAXES  (if  you  pay  directly) 

property 

income 

LICENSES 

vehicles 

other 

MAINTENANCE 

vehicles 

home  & garden 

furnishings 

GIFTS/FESTIVITIES 

Christmas 

other 

TRAVEL/HOLIDAYS 

annual  holiday 

other  travel 

CONTRIBUTIONS/DONATIONS 

MEMBERSHIPS/SEASON  TICKETS 

OTHER 

(subscriptions,  items  you  plan 
to  purchase  next  year,  etc.) 

TOTAL  IRREGULAR  AND  ANNUAL  EXPENSES 

MONTHLY  REQUIREMENT  FOR  IRREGULAR 
AND  ANNUAL  EXPENSES  (divide  total  by  12) 

B MONTHLY  PERSONAL  ALLOWANCES  AND  RECREATION 

PERSONAL  ALLOWANCES 
(monthly  amount  for  each  family 
member  for  lunches,  grooming, 
hobbies,  tobacco,  alcohol,  etc.) 

FAMILY  RECREATION 

TOTAL  MONTHLY  PERSONAL 
ALLOWANCES  AND  RECREATION 

Savings  Strategies 


aving  regularly  is  an  important 
part  of  achieving  financial  se- 
curity. The  table  below,  "The 
Magic  of  Compound  Interest",  shows  how  annual  savings  of  $1,000  increase 
over  the  years,  depending  on  the  interest.  For  many  people  regular  saving  is 
easy,  but  if  you  have  difficulty,  consider  these  strategies: 


• Pay  yourself  first.  Make  savings  a priority  around  which  you  design  your 
monthly  budget. 

• To  avoid  impulse  spending,  move  your  savings  into  a separate  account. 

• Arrange  to  purchase  Canada  Savings  Bonds  in  October  through  a payroll 
deduction  plan.  If  such  a plan  is  not  available,  buy  a bond  using  the  special 
loan  arrangements  offered  by  most  banking  institutions,  and  pay  off  your 
loan  monthly. 

• Put  any  windfall  income  such  as  tax  refunds  or  gifts  into  savings. 

• Investigate  any  deferred  profit  sharing  or  share  purchase  plans  offered  by 
your  employer. 

• Practice  being  thrifty.  Small  savings  produce  significant  results  over  the 
long  term. 

• When  a regular  expense  such  as  a loan  payment  or  tax  installment  is  elim- 
inated from  your  budget,  continue  putting  that  amount  into  savings. 

• If  you  have  consumer  loans  or  credit  card  debts,  make  paying  them  off  a 
priority.  Saving  money  at  6%  to  8%  interest,  especially  if  you  must  pay  in- 
come tax  on  this  interest,  while  not  paying  off  a debt  costing  you  12%  to 
24%,  is  a poor  financial  choice.  Paying  off  a debt  may  not  seem  as  satisfy- 
ing as  watching  your  savings  increase,  but  it  moves  you  toward  your  goal 
of  financial  security.  Paying  off  the  mortgage  on  your  residence  may  be 
the  quickest  and  safest  way  of  saving  money. 


THE  MAGIC  OF  COMPOUND  INTEREST 


Look  what  happens  when  you  save  $1,000  per  year  at  various  interest  rates.  The  figures  il- 
lustrate two  facts:  1 ) It  takes  time  for  savings  to  increase  substantially.  2)  A small  difference  in  the  interest 
rate  earned  by  your  savings  makes  a big  difference  over  time.  The  following  calculations  do  not  reflect  the 
effect  of  taxation. 


Years 

6% 

8% 

10% 

12% 

■■■Hi 

$ 5,975 

$ 6,335 

$ 6,715 

$ 7,115 

10 

13,971 

15,645 

17,531 

19,654 

15 

24,672 

29,324 

34,949 

41,753 

20 

38,992 

49,422 

63,002 

80,698 

25 

58,156 

78,954 

108,181 

149,333 

30 

83,801 

122,345 

180,943 

270,292 

■■ 


Keep  Your 
Savings  Safe 


Accumulated  savings  represent 
hard  work,  planning,  and  sacri- 
fice.  To  reap  the  greatest  bene- 
fit of  that  effort  and  move  toward  financial  security,  you  want  to  put  your 
savings  to  work  to  earn  a profit  without  needless  risk. 

Some  investment  opportunities,  such  as  insured  deposits,  present 
negligible  risk;  others  are  extremely  risky.  The  important  thing  is  to  be  able 
to  evaluate  these  opportunities  for  their  relative  risk  and  choose  those  most 
appropriate  to  your  needs.  To  do  nothing  at  all  with  your  money  because  of 
the  risk  involved  will  work  to  your  disadvantage  in  that  inflation  will  erode 
its  buying  power. 


Protection:  Where 
You  Put  Your  Savings 


The  safety  of  your  savings  depends,  in  part,  on  where  you  choose  to 
put  your  money.  The  protection  afforded  by  various  financial  institutions  is 
described  in  the  section  which  follows.  No  matter  which  financial  insti- 
tution you  plan  to  deal  with,  regularly  review  the  safety  and  security 
of  your  money.  Be  sure  to  clarify  the  details  of  any  deposit  insurance 
that  may  exist  by  asking  for  a brochure  and  reading  it  carefully. 

Meanwhile,  be  sure  to  check  and  understand  the  protection  offered 
by  the  Canada  Deposit  Insurance  Corporation  (CDIC)  as  described  in  the 
box  on  page  13.  Make  sure  you  distinguish  between  those  financial  instru- 
ments which  are  protected  by  the  CDIC,  and  those  which  are  not. 

Credit  Unions 

All  credit  unions  in  Alberta  operate  under  the  jurisdiction  of  the 
Credit  Union  Act,  part  II  of  which  has  established  the  Credit  Union  Stabiliza- 
tion Corporation.  One  objective  of  this  corporation  is  to  assure  the  repay- 
ment of  money  invested  in  shares  of,  or  deposits  with,  a credit  union,  includ- 
ing declared  dividends  on  the  shares  and  earned  interest  on  the  deposits. 

This  assurance  covers  all  deposit  accounts,  including  RRSP  ac- 
counts and  term  deposits  of  any  term  length,  with  no  limit  on  deposit  size. 

In  addition,  the  Government  of  Alberta  has  stated  that  the  province 
will  support  the  Credit  Union  Stabilization  Corporation  in  its  role  as  guaran- 


tor  of  deposits.  However,  one  must  always  check  with  any  institution 
on  a regular  basis  as  to  the  status  of  the  guarantee  in  place. 

Alberta  Treasury  Branches 

Operating  under  authority  of  the  Treasury  Branches  Act,  Alberta 
Treasury  Branches  has  offered  banking  services  to  Albertans  since  1938.  It  is 
not  a member  of  CDIC.  Instead,  the  Province  of  Alberta  unconditionally 
guarantees  the  principal  and  interest  of  deposits  in  Alberta  Treasury 
Branches.  Also  guaranteed  are  U.S.  dollar  accounts  offered  by  Treasury 
Branches,  term  deposits  of  any  length  of  term  and  amount,  as  well  as  all 
RRSP  accounts  with  no  limit  on  deposit  size. 

Banks  and  Trust  Companies 

All  Canadian  chartered  banks  and  all  trust  companies  that  take  de- 
posits from  the  public  are  members  of  CDIC.  Member  institutions  are  re- 
quired to  display  a membership  sign  prominently  in  each  branch.  Certain 
types  of  accounts  and  deposits,  however,  may  not  be  insured.  One 
must  always  check  with  any  institution  on  a regular  basis  as  to  the 
status  of  the  insurance  in  place. 


Others 


Investment  Dealers:  Investment  dealers  provide  accounts  in 
which  clients  can  deposit  cash.  Interest  is  credited  monthly  if  a minimum 
balance  is  maintained.  Investment  dealers  are  not  members  of  CDIC.  Thus, 
when  you  deposit  cash  with  them,  your  money  is  not  protected  by  govern- 
ment guarantees.  Instead,  the  Investment  Dealers  Association  of  Canada 
maintains  a National  Contingency  Fund.  This  fund  was  established  in  1967 
to  protect  investors  against  loss  in  the  event  of  the  financial  failure  of  a mem- 
ber firm.  The  fund  does  not  protect  an  investor  against  losses  resulting 
from  buying  and  selling  securities.  In  the  event  of  loss,  the  investor  must 
claim  against  the  fund,  and  the  Investment  Dealers  Association  must  ap- 
prove the  claim.  For  more  complete  information  about  the  National  Contin- 
gency Fund,  contact  the  Investment  Dealers  Association  of  Canada.  See  page 
68  for  the  Association's  address. 

Investment  Contract  Companies:  These  companies  accept  sin- 
gle payments  or  a contractual  series  of  payments.  Generally,  the  money  you 
invest  is  locked  in  until  the  contract  expires.  The  return  on  your  money  de- 
pends on  how  successful  the  company  is  in  reinvesting  your  money  for  pro- 
fit. Investment  contract  companies  operating  in  Alberta  must  be  registered 
under  the  Province's  Investment  Contracts  Act,  but  are  not  members  of 
CDIC.  Therefore,  money  you  invest  with  them  is  not  insured;  no  govern- 
ment guarantee  exists  to  protect  your  investment.  Before  putting  your  sav- 
ings into  an  investment  contract  company,  make  sure  you  read  carefully  and 
understand  the  details  of  the  contract  and  the  nature  of  any  risk  you  may  be 
taking  with  your  money. 

Co-operatives:  Under  Alberta  co-operative  legislation,  consumers 
can  join  together  to  benefit  all  members  of  the  group.  The  co-operative  mem- 
bers themselves  own  and  run  the  organization  and  provide  the  funds  for  the 
co-operative's  operation.  To  be  successful,  such  co-operatives  require  the  ac- 
tive participation  of  all  members.  Co-operatives  are  not  members  of  CDIC. 
Therefore,  money  you  invest  with  them  is  not  protected  by  government 
guarantees.  Before  joining  a co-operative,  be  sure  you  understand  the  nature 
of  any  risks  you  may  be  taking  with  your  money. 


Evolving  Institutions:  While  the  preceding  paragraphs  describe 
the  common  financial  institutions  which  exist  today,  new  institutions  and 
financial  instruments  are  bound  to  evolve.  Before  investing  your  money 
in  any  institution,  new  or  old,  it's  your  responsibility  to  determine 
what  protection  exists,  and  on  a regular  basis  thereafter,  to  check  the 
status  of  that  protection. 


CANADA  DEPOSIT  INSURANCE  CORPORATION 


The  Canada  Deposit  Insurance  Corporation  (CDIC)  is  a crown  corporation  established  in  1967  to 
provide  insurance  against  loss,  in  whole  or  in  part,  for  ail  persons  having  deposits  with  member  institu- 
tions. All  Canadian  chartered  banks  and  all  trust  companies  that  take  deposits  from  the  public  are  mem- 
bers. Be  sure  you  understand  which  accounts  are  insured  under  CDIC,  and  which  types  of  investment  are 
excluded.  Here  are  the  main  points  you  should  know  about  CDIC. 

• All  qualifying  chequing  and  savings  accounts,  term  deposits,  guaranteed  investment  certificates  (GICs), 
money  orders,  deposit  receipts,  and  debentures  that  are  issued  by  member  institutions  are  insured. 

• To  qualify  for  insurance  protection,  the  deposits  identified  in  point  #1  must  be  redeemable  either  on  de- 
mand or  before  five  years  have  expired  from  the  date  of  the  deposit. 

• The  maximum  insurance  coverage  for  any  one  person  making  a deposit  in  any  one  member  institution  is 
$60,000.  This  amount  applies  to  the  combined  total  of  all  the  money  you  have  in  all  branches  of  one 
member  institution,  regardless  of  how  it  is  distributed  among  savings  accounts,  GICs,  debentures,  and 
other  qualifying  deposits. 

• For  the  purpose  of  CDIC  insurance  protection,  joint  accounts  and  registered  plans  are  considered  to  be 
held  by  separate  entities  and  are  insured  separately.  Given  all  the  preceding  information,  if  their  money 
were  in  qualifying  deposits,  a husband  and  wife  could  have  up  to  $300,000  of  insured  deposits  in  a 
CDIC  member  institution: 

$60,000  in  husband’s  name 
$60,000  in  wife’s  name 
$60,000  in  joint  names 
$60,000  in  husband’s  RRSP 
$60,000  in  wife’s  RRSP 

• RRSPs  must  be  in  qualifying  deposits  to  be  insurable.  If  you  have  several  RRSPs  in  one  institution,  their 
combined  total  is  only  insured  up  to  $60,000  including  principal  and  interest. 

• Trust  deposits  and  assets  of  an  estate  deposited  by  an  executor  are  insured  up  to  the  $60,000  maxi- 
mum. If  separate  beneficiaries  are  named,  each  beneficiary  is  entitled  to  an  insured  deposit  in  the  estate 
trust  up  to  a maximum  of  $60,000. 

• Deposit  insurance  does  not  cover  foreign  currency  accounts  in  any  amount. 

• Deposit  insurance  does  not  apply  to  shares,  bonds,  mortgages,  or  mutual  funds  sponsored  or  sold  by  a 
member  institution.  Neither  does  deposit  insurance  apply  to  common  or  preferred  shares  issued  by  a 
member  institution  itself. 

These  CDIC  regulations  were  in  effect  in  1985.  However,  when  this  book  went  to  press,  the  fed- 
eral government  was  involved  in  an  extensive  review  of  CDIC.  it  is  your  responsibility  to  be  alert  to  any 
changes  that  may  be  made  in  the  corporation’s  protection  to  individual  depositors.  The  safety  of  your  sav- 
ings is  your  responsibility. 

A publication  entitled  Canada  Deposit  Insurance  — An  Information  Brochure  clearly  outlines  all 
the  rules  for  protection  under  CDIC.  It  is  available  free  of  charge  from  your  bank  or  trust  company,  or  from: 
Canada  Deposit  Insurance  Corporation 
P.0.  Box  2340,  Station  D 
1808  - 112  Kent  Street 


Ottawa,  Ontario 
KIP  5W5 


Protection: 
How  You  Put  Your 
Savings  To  Work 


he  institution  with  which  you 
choose  to  place  your  money  is 
only  part  of  the  safety  story. 
How  you  put  your  money  to  work  is  just  as  important.  One  way  to  illustrate 
the  relative  risk  of  various  financial  alternatives  is  to  present  them  in  the 
pyramid  form  shown  below.  Investments  offering  the  least  risk  form  the 
stable  base.  As  the  pyramid  rises,  relative  investment  risk  increases  because 
issuer  guarantees  fade  and  market  forces  and  economic  conditions  begin  to 
determine  the  return  on  your  investment. 

You  may  not  be  familiar  with  all  of  the  investments  identified  in  the 
pyramid.  They  are  explained  in  Part  Two  of  this  book.  Your  knowledge  of 
them  will  help  you  diversify  your  investments  — that  is,  not  put  all  your  eggs 
in  one  basket  — and  will  be  your  best  protection  as  you  endeavor  to  keep 
your  money  safe  while  putting  it  to  work. 


commodity  futures,  collectibles,  gold, 

tax  shelters,  security  options,  speculative  shares 


real  estate  investments 


growth  shares,  growth  mutual  funds, 
investment  mortgages 


balanced  mutual  funds,  blue  chip  common  shares 


corporate  bonds  and  debentures, 
preferred  shares,  income/bond  mutual  funds 


government  bonds,  annuities,  guaranteed 
investment  certificates,  money  market  funds 


Canada  Savings  Bonds,  term  deposits, 
interest-bearing  accounts,  treasury  bills 


SOLID  FOUNDATION 

insurance,  emergency  fund,  pension  fund, 
dear-title  residence,  safe  retirement  savings 
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Highest  Risk 


Lowest  Risk 


The  Final  Word 


Words  can  sometimes  trip  people 
up.  For  instance,  if  you  see  an 

advertisement  that  says  "13% 

guaranteed",  it  doesn't  mean  your  money  is  insured  or  protected  in  some 
special  way.  The  institution  is  merely  promising  to  pay  13%  on  your  money 
— as  long  as  the  institution  remains  in  business.  If  you  see  the  word 
"guaranteed",  ask  what's  guaranteed  — the  interest  rate  or  the  safety  of  your 
money.  Ask  what  will  happen  to  your  money  if  the  institution  runs 
into  financial  difficulty  or  goes  out  of  business. 

The  word  "secured"  is  sometimes  also  misunderstood.  It  doesn't 
mean  that  your  money  is  insured.  It  only  means  that  your  investment  is 
backed  by  certain  assets  of  the  company.  If  these  assets  diminish  in  value  the 
security  for  your  investment  will  also  diminish. 

Another  word  that  sometimes  causes  confusion  is  "deposit".  Some 
people  think  that  if  they  put  their  money  into  something  called  a deposit,  it 
will  be  100%  safe.  Unfortunately,  it's  not  that  simple.  As  explained  in  this 
section,  the  safety  of  a deposit  depends  primarily  on  where  you  put  your 
money,  the  term  of  the  deposit,  and  the  amount  you've  deposited.  True, 
deposits  tend  to  be  less  risky  than  other  investments  such  as  speculative 
shares  and  real  estate,  but  some  deposits  do  have  risks.  It's  up  to  you  to  learn 
what  they  are. 

A misunderstanding  about  the  nature  of  your  investment  can  also 
cause  problems.  For  example,  if  you  thought  you  were  making  an  insured 
deposit  when  you  were  really  buying  units  in  a mutual  fund  or  investing  in 
mortgages,  you  would  be  putting  your  money  at  risk  and  not  even  realize  it. 

Never  become  complacent  about  the  safety  of  your  money. 
Always  check  thoroughly  the  nature  of  the  investment  and  its  risks. 
Questions  to  ask  yourself  before  you  invest  are  provided  on  pages  5 1 
and  52. 
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Become 

1 

Xx  Wise 

f 

■ an  you  identify  your  single  larg- 

m.  J est  annual  expense?  It  could  be 
— your  mortgage  or  food  if  your 
family  includes  four  teenagers  and  a large  dog.  But  for  most  people,  it's  in- 
come tax.  Consequently,  understanding  basic  tax  terms  and  the  tax  regula- 
tions which  relate  to  personal  income  is  essential  for  successful  financial 
planning. 

Although  some  feel  that  income  tax  is  too  difficult  for  the  average 
person  to  understand,  the  basic  tax  ideas  presented  here  are  all  understand- 
able — just  tackle  them  slowly.  Your  payoff  will  be  a better  appreciation  of 
the  impact  of  income  tax  on  your  income  and  investments.  By  becoming  tax 
wise,  you  will  be  able  to  design  financial  strategies  which  use  tax  regulations 
to  your  benefit. 

Learn  more  about  income  tax  by  referring  to  the  books  and  other  in- 
formation sources  listed  on  page  63. 


Tax  Terms 


Most  of  the  following  common  tax  terms  are  linked  in  pairs  to  em- 
phasize their  relationship  to  one  another. 


1985 

general  tax  gukte 
and  mtum - 
for  residents  of 


SI** 


Total  Income  and  Taxable  Income 

While  you  must  report  your  total  income  from  all  sources  on  your 
tax  return,  you  are  not  taxed  on  your  total  income,  but  on  your  taxable  in- 
come. This  is  the  amount  remaining  after  you  have  claimed  all  allowable 
deductions.  Many  taxpayers  fail  to  claim  all  their  deductions.  Those  com- 
monly missed  include  safety  deposit  box  rentals,  interest  expense  associated 
with  the  payroll  purchase  of  Canada  Savings  Bonds,  small  charitable  dona- 
tions, and  educational  fees.  Maximize  your  deductions  to  reduce  your  tax- 
able income. 

Tax  Deductions  and  Tax  Credits 

Tax  deductions  are  specified  types  and  amounts  of  expense  which 
you  may  subtract  from  your  total  income  to  arrive  at  your  taxable  income. 
You  can  quickly  calculate  approximately  how  much  a tax  deduction  will 
benefit  you  in  actual  tax  dollars  saved  by  multiplying  the  deduction  by  your 
marginal  tax  rate  (see  item  after  next).  For  example,  if  your  marginal  tax  rate 
is  36%,  a charitable  donation  of  $100  will  give  you  a $36  tax  reduction. 

Tax  credits  are  subtracted  directly  from  your  tax  owing.  Tax  credits 
give  you  a dollar-for-dollar  reduction  in  your  income  tax.  The  most  common 
are  the  child  tax  credit,  renters'  tax  credit,  dividend  tax  credit,  and  the  tax 
credit  for  political  contributions. 

The  new  Alberta  Stock  Savings  Plan  will  offer  tax  credits  to  be  ap- 
plied against  provincial  tax  payable  as  an  incentive  to  invest  in  new  issues  of 
securities  issued  by  eligible  companies  that  are  listed  on  the  Alberta  Stock 
Exchange.  An  information  brochure  is  available  from  Alberta  Treasury,  Tax 
Information  Service  at  427-0712  in  Edmonton  or  from  any  securities  dealer 
in  Alberta. 


Before-tax  Dollars  and  After-tax  Dollars 

While  your  salary  is  quoted  in  before-tax  dollars,  the  part  of  your  in- 
come that  is  available  for  spending  is  after-tax  dollars.  For  example,  if  your 
income  is  subject  to  30%  tax  and  you  earn  $100,  you'll  only  have  $70  to 
spend  after  paying  tax.  On  the  other  hand,  any  expense  or  investment  which 
is  tax-deductible  is  made  with  before-tax  dollars.  In  other  words,  if  you  earn 
$100,  you  can  invest  the  entire  amount  in  a tax-deductible  item  such  as  an 
RRSP. 

Any  interest  expense  you  incur  to  make  investments  is  tax- 
deductible  and,  therefore,  is  paid  with  before-tax  dollars.  Any  interest  ex- 
pense which  is  not  tax-deductible,  such  as  mortgage  or  credit  card  interest,  is 
paid  with  after-tax  dollars.  Therefore,  one  important  tax-planning  strategy  is 
to  reduce  or  eliminate  any  interest  expense  which  is  paid  with  after-tax 
dollars. 


Marginal  Tax  Rate 

The  concept  of  marginal  tax  rate  is  this:  Different  portions  of  your 
taxable  income  are  taxed  at  different  percentage  rates.  You  pay  a low  rate  of 
tax  on  the  first  portion  of  your  taxable  income,  a higher  rate  on  the  next  por- 
tion, a still  higher  rate  on  the  third  portion  and  so  on.  Your  marginal  tax  rate 
is  the  rate  of  tax  applied  to  the  last  dollars  of  your  taxable  income  for  a given 
year. 

Think  of  your  taxable  income  as  a staircase  with  each  step  having  a 
different  and  usually  higher  rate  of  tax.  Each  step  is  referred  to  as  a tax 
bracket. 

You  can  calculate  your  own  marginal  tax  rate  for  the  1985  tax  year 
by  looking  at  the  box  titled  "Marginal  Tax  Rates  — 1985"  below.  First,  locate 
in  the  table  the  bracket  into  which  your  1985  taxable  income  fits.  For  exam- 
ple, if  your  taxable  income  was  $25,000  in  1985,  then  your  tax  bracket  was 
between  $23,310  and  $29,700.  At  this  income  level  your  1985  marginal  tax 
rate  was  35.88%. 

To  calculate  the  tax  owing,  the  table  shows  that  on  the  first  $23,310 
of  your  taxable  income  you  would  have  paid  $6,218;  on  the  remainder  of 
$1,690  ($25,000  minus  $23,310),  you  would  have  payed  35.88%  or  $606.37 
($1,690  x 35.88%). 

Knowing  your  marginal  tax  rate  allows  you  to  accurately  assess  the 
tax  impact  of  various  financial  strategies.  For  instance,  at  a marginal  rate  of 
35.88%,  a $200  charitable  donation  which  is  tax-deductible  will  reduce  your 
income  tax  by  $71.76  ($200  x 35.88%).  Making  an  RRSP  contribution  of 
$3,000  will  reduce  your  tax  by  $1,076.40  ($3,000  x 35.88%).  On  the  other 
hand,  at  a marginal  tax  rate  of  35.88%,  any  additional  taxable  income  you 
earn  will  be  taxed  at  a rate  of  $358.80  per  $1,000.  If  the  additional  income  is 
sufficient  to  move  you  to  the  next  higher  tax  bracket,  both  your  base  tax  and 
your  marginal  tax  rate  will  increase. 

Find  out  your  marginal  tax  rate  and  take  it  into  consideration  when 
developing  your  financial  strategies.  Information  on  provincial  marginal  tax 
rates  is  available  annually  in  Revenue  Canada's  tax  guides  and  in  many  tax- 
planning publications. 

MARGINAL  TAX  RATES  - 1985 
(Combined  federal  and  provincial  rates) 


Tax  Payable 


Taxable 
Income  1985 

Basic  Tax  Payable 
for  Tax  Bracket 

Marginal 
Tax  Rate 

Marginal 

Income 

$62,160 

$22,361 

+ 

50.49%  on  excess 

60,790 

21,750 

+ 

44.55%  on  next 

$ 1,370 

36,260 

11,006 

+ 

43.80%  on  next 

24,530 

33,700 

10,070 

+ 

36.50%  on  next 

2,560 

29,700 

8,510 

+ 

39.00%  on  next 

4,000 

23,310 

6,218 

+ 

35.88%  on  next 

6,390 

18,130 

4,509 

+ 

33.01%  on  next 

5,180 

12,950 

3,023 

+ 

28.70%  on  next 

5,180 

9,727 

2,143 

+ 

27.27%  on  next 

3,223 

7,770 

1,527 

+ 

31.40%  on  next 

1,957 

5,180 

758 

+ 

29.75%  on  next 

2,590 

3,977 

421 

+ 

28.09%  on  next 

1,203 

2,590 

185 

+ 

17.00%  on  next 

1,387 

1,431 

0 

+ 

16.00%  on  next 

1,159 

cm 


Deferring 
Income  And  Tax 


Our  progressive  tax  system  works 
on  the  principle  that  the  greater 

your  taxable  income,  the  higher 

your  tax  rate.  Therefore,  a reasonable  tax-saving  measure  is  to  defer  or  set 
aside  a portion  of  your  current  income  to  some  future  time,  when  your  tax 
rate  may  be  lower.  The  strategies  by  which  you  can  legally  defer  income  also 
allow  you  to  shelter  from  tax  any  income  earned  on  your  deferred  income 
until  the  money  is  removed,  in  whole  or  in  part,  from  the  shelter.  There  are 
several  ways  to  defer  income.  Details  of  the  tax  deferral  strategies  discussed 
below  need  careful  research.  For  additional  information,  refer  to  the  sources 
listed  in  "Tax  Savings"  on  page  63. 

Registered  Retirement  Savings  Plan 

Anyone  with  qualifying  income,  including  salary,  wages,  alimony, 
rental  income,  partnership  income,  or  business  income  may  contribute  to 
an  RRSP.  Annual  contribution  limits  are  defined  by  Revenue  Canada  and 
may  change.  Your  RRSP  contribution  is  tax-deductible.  Its  earnings  are  also 
sheltered  from  tax  until  they  are  withdrawn.  Consider  your  RRSP  as  careful- 
ly as  you  would  any  other  investment:  A snap  decision  at  the  end  of 
February  is  not  recommended. 

Spousal  RRSP 

A spousal  RRSP,  which  is  a legitimate  method  of  splitting  future  in- 
come between  spouses,  is  a second  way  to  defer  income.  This  strategy  has 
the  added  advantage  of  transferring  income  to  your  spouse,  whose  marginal 
tax  rate  may  be  lower,  and  could  result  in  less  tax  owing  when  the  money  is 
withdrawn  from  the  RRSP. 

Registered  Education  Savings  Plans 

Registered  education  savings  plans,  also  known  as  education  trusts, 
enable  a person  such  as  a parent  or  grandparent  to  put  money  into  a plan 
registered  in  the  name  of  one  or  several  children  as  beneficiaries.  Income 
earned  by  the  money  is  not  taxed  until  it  is  withdrawn  by  the  beneficiary  to 
finance  postsecondary  education.  However,  contributions  to  the  plan  are  not 
tax-deductible.  Therefore,  the  benefits  are  in  the  deferment  of  tax  on  income 
earned,  and  in  the  lower  rate  at  which  this  income  is  taxed  when  used  by  the 
student  beneficiary. 

Deferred  Profit-Sharing  Plans 

Deferred  profit-sharing  plans  and  employee  benefit  plans  are  two 
shelters  into  which  an  employer  may  defer  a portion  of  your  salary  not  re- 
quired for  current  expenses.  Contributions  must  be  made  by  your  employer 
on  your  behalf  and  will  not  be  taxed  until  withdrawn. 


Investments  And  Taxes 


T 

iff  here  are  three  kinds  of  invest- 
|f[  ment  income:  interest  income, 

— dividend  income,  and  capital 

gains  income.  Each  is  taxed  differently.  When  making  personal  financial 
decisions,  be  aware  of  how  your  earnings  will  be  taxed. 

An  investment  income  deduction  of  $ 1,000  is  allowed  for  interest  or 
dividend  income  from  Canadian  investments.  Therefore,  you  should  set  as 
one  of  your  goals  a permanent  fund  invested  to  earn  this  $1,000  of  tax-free 
investment  income  every  year. 


Interest  Income 


This  is  earned  by  putting  your  money  in  any  debt  investment  such 
as  interest-bearing  accounts,  guaranteed  investment  certificates,  or  bonds. 
Any  interest  income  over  $1,000  is  taxed  at  your  marginal  tax  rate.  If  your 
marginal  tax  rate  is  36%,  you  will  have  to  pay  $36  in  tax  for  every  $ 100  of  in- 
terest income  you  earn  in  excess  of  $1,000. 

Dividend  Income 


This  is  earned  by  common  and  preferred  shareholders.  Dividends 
from  Canadian  shares  qualify  for  the  dividend  tax  credit.  To  take  advantage 
of  the  dividend  tax  credit,  you  "gross  up"  by  reporting  150%  of  the  dividend 
amount  as  income.  You  are  then  allowed  34%  of  the  original  dividend  as  a 
credit  towards  the  federal  tax  you  owe.  As  a result,  the  after-tax  yield  of  divi- 
dends from  Canadian  shares  is  approximately  1.5  times  the  after-tax  yield  of 
an  equivalent  interest-bearing  investment.  Look  at  the  example  in  the  box  on 
the  opposite  page.  Compare  the  after-tax  incomes. 


Capital  Gains  Income 


Capital  gains  or  capital  losses  may  result  when  you  dispose  of  any 
capital  property  such  as  stocks,  bonds,  real  estate,  or  commodities.  The  fed- 
eral budget  of  May  1985  proposed  that  capital  gains  be  tax  free  up  to  speci- 
fied annual  limits.  This  major  change  in  Canadian  tax  legislation  should  be 
kept  in  mind  when  planning  your  investment  strategy.  The  capital  gains  ex- 
emption could  be  eliminated  by  future  governments,  so  try  to  take  advan- 
tage of  this  unique  tax  situation  now  or  in  the  near  future. 
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Ideas  For  Tax 
Planning 


The  following  ideas  can  help  you  take  advantage  of  tax  benefits. 

• Establish  a permanent  fund  to  yield  $ 1,000  annually  of  tax-exempt  Canadi- 
an investment  income.  Use  this  money  as  your  emergency  fund. 

• Contribute  regularly  to  your  RRSP  to  defer  income,  reduce  tax,  and  shelter 
from  tax  the  income  earned  by  your  RRSP  investment. 

• Reduce  all  interest  expenses  which  are  not  tax-deductible,  such  as  interest 
on  consumer  loans,  charge  accounts,  and  your  mortgage. 

• Review  your  assets  for  potential  capital  gains  that  could  be  achieved 
within  the  next  few  years. 

• Investigate  investments  with  favored  tax  treatments  but  within  an  accept- 
able level  of  risk,  for  example,  dividends  or  capital  gains. 

• Since  interest  income  is  taxed  at  your  marginal  tax  rate,  you  may  wish  to 
include  interest-bearing  investments  in  your  RRSP.  This  will  defer  the  tax 
on  the  interest  income  until  you  withdraw  the  money  from  the  RRSP. 
Your  marginal  tax  rate  may  be  lower  at  that  time. 

• Since  dividends  from  Canadian  corporations  and  capital  gains  income  ben- 
efit from  special  tax  treatments  (see  page  20),  hold  these  investments  out- 
side your  RRSP.  If  you  include  these  investments  in  your  RRSP,  you  lose 
the  special  tax  benefit,  because  all  money  in  your  RRSP  is  subject  to  tax  in 
the  same  manner  when  withdrawn. 


Know  Yourself 
As  An  Investor 


Before  you  shop  in  the  financial 
marketplace  you  should  review 
your  personal  and  financial  cir- 
cumstances, and  know  your  objectives.  The  answers  to  the  questions  you 
need  to  ask  of  yourself  will  go  a long  way  toward  helping  you  make  the  cor- 
rect financial  decisions. 


Your  Circumstances 


Is  your  income  sufficient?  Does  it  provide  a comfortable  lifestyle 
and  regular  savings?  Don't  take  risks  with  money  you  need  for  daily  living 
expenses  or  commit  emergency  funds  to  an  investment  you  can't  easily  turn 
into  cash. 

Is  your  income  secure?  Does  the  future  hold  increases,  bonuses, 
commissions,  or  promotions?  Are  you  assured  of  a secure  pension?  Do  you 
have  disability  and  unemployment  insurance?  If  your  future  income  is  not 
secure,  your  need  for  security  in  your  investments  is  greater. 

What  about  your  family's  security?  The  fundamental  aspects  of 
family  protection,  including  adequate  insurance  coverage,  a liquid  emergen- 
cy fund,  and  savings  for  retirement  should  be  assured  before  you  embark  on 
an  aggressive  investment  program. 

How  old  are  you?  Many  financial  advisors  suggest  that  investment 
risk  be  reduced  as  you  approach  retirement.  A younger  person  has  the  earn- 
ing years  ahead  to  accumulate  assets  or  to  recover  from  financial  mistakes. 
At  60,  your  assets  must  be  secure  to  fund  your  retirement. 

What  about  your  dependents?  The  more  you  have  and  the  younger 
they  are,  the  less  risk  you  can  afford. 

Do  you  have  the  time  or  interest  to  manage  a complex  portfolio? 
Would  you  be  more  comfortable  in  simple,  less  volatile  investments  which 
require  little  of  your  time  or  attention? 

Are  you  conservative  or  speculative  with  your  money?  Both  these 
traits  can  be  satisfied  by  dividing  your  savings  into  two  funds:  conservative 
and  speculative.  Don't  put  so  much  into  the  speculative  fund  that  it  keeps 
you  awake  at  night.  Your  age  and  other  personal  factors  dictate  how  much 
speculation  you  can  afford.  You  might  select  low  risk  alternatives  for  your 
RRSP  and  assume  some  risk  with  funds  not  earmarked  for  retirement. 


Your  Investment 
Objectives 


What  are  you  expecting  when  you  put  your  savings  to  work?  Deter- 
mine which  of  the  following  objectives  are  most  important  to  you. 


• Safety:  Do  you  want  your  capital  to  be  safe? 

• Security  of  Income:  Do  you  want  steady,  assured  income  from  interest  or 
dividends? 


• Growth:  Do  you  want  your  capital  to  increase  in  value  over  time?  For  ex- 
ample, real  estate  you  own  may  increase  in  value  over  time.  This  is  growth 
of  your  investment. 

• Liquidity:  Do  you  want  an  investment  easily  converted  to  cash  if  neces- 
sary? 

• Term:  Do  you  want  to  commit  your  savings  for  a short  or  a long  term? 

• Cost:  Are  you  willing  to  pay  fees  or  commissions,  or  any  additional  costs 
such  as  insurance,  tax,  or  storage  charges  associated  with  the  purchase  or 
sale  of  an  investment?  For  example,  a real  estate  investment  usually  incurs 
extra  costs. 

• Convenience:  Do  you  want  a financial  alternative  that  requires  little  time 
or  attention  once  selected?  Or  do  you  have  the  time,  interest,  and  expertise 
to  manage  a complex  portfolio? 

• Tax  Objectives:  Do  you  want  to  achieve  certain  tax  objectives,  such  as 
deferring  income,  earning  a tax-free  capital  gain,  or  earning  dividends 
which  benefit  from  the  dividend  tax  credit  (see  glossary)? 


Any  alternative  you  consider  should  be  measured  in  terms  of  your 
goals  and  your  objectives.  The  perfect  investment  doesn't  exist,  but  some 
will  come  closer  than  others  to  satisfying  your  objectives. 

Keep  your  objectives  in  mind  when  you  read  about  various  invest- 
ment alternatives  in  Part  Two  of  this  book. 
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Part  Two: 
Explore  The 
Alternatives 

Part  one  of  2000  A.D.  presented 
information  you  need  before 

putting  your  money  to  work. 

It's  time  now  to  look  at  the  full  range  of  investments  available  as  outlined  in 
the  pyramid  on  page  14. 

Part  Two  describes  the  alternatives.  Examining  their  characteristics 
should  help  you  judge  whether  an  investment  is  right  for  you  and  whether  it 
will  move  you  closer  to  one  or  more  of  your  goals. 

The  term  "investment"  is  used  to  include  anything  into  which  you 
put  your  money  to  make  it  earn  a profit.  Using  this  definition,  all  interest- 
bearing  accounts,  such  as  savings  and  savings/chequing  accounts,  are  invest- 
ments. Most  people  use  these  accounts  for  short-term  accumulation  of  sav- 
ings. The  safety  of  your  money  in  an  interest-bearing  account  depends  on 
where  you  put  it  and  the  size  of  your  account.  Refer  back  to  the  section 
"Keep  Your  Savings  Safe"  on  page  11. 

While  interest-bearing  accounts  allow  the  withdrawal  of  funds  on 
demand,  they  pay  a relatively  low  rate  of  interest.  For  this  reason,  many  peo- 
ple are  motivated  to  explore  higher-yield  alternatives  although  they  may  be 
more  risky.  In  this  book,  investment  alternatives  are  discussed  under  the 
headings  of  debt  investments,  equity  investments,  mutual  funds,  options 
and  commodity  futures  contracts,  real  estate,  and  gold  and  collectibles. 

Let's  start  by  looking  at  investment  characteristics,  which  must  be 
understood  if  you  are  to  invest  safely. 


Investment 


Characteristics 


Every  investment  can  be  examined  for  its  risk,  return,  liquidity,  and 
term.  Clarify  the  meaning  of  these  words  and  their  relationships  to  each 
other: 

• Risk:  Financial  uncertainty;  the  possibility  of  losing  invested  funds,  in 
whole  or  in  part,  due  to  a decline  in  the  value  of  the  investment. 

• Return  or  Yield:  The  income  from  an  investment  expressed  as  a percen- 
tage of  its  current  market  value. 

• Liquidity:  The  ease  with  which  an  investment  can  be  converted  to  cash 
without  a significant  penalty. 

• Term:  The  length  of  time  until  an  investment  reaches  maturity. 

Certain  predictable  relationships  generally  exist  between  the  above 
characteristics: 

• The  higher  the  potential  return,  the  greater  the  risk.  The  lower  the  ex- 
pected return,  the  lower  the  risk. 

• The  greater  the  liquidity,  the  lower  the  return.  The  most  liquid  asset  is 
cash,  but  holding  cash  to  maintain  perfect  liquidity  gives  no  return. 

• The  shorter  the  term,  the  lower  the  return.  The  longer  the  term,  the  higher 
the  return. 

• The  greater  the  liquidity,  the  lower  the  risk.  The  easier  it  is  to  cash  in  an  in- 
vestment, the  less  risk  there  is  of  losing  money. 

• The  longer  the  term,  the  less  the  liquidity.  A long-term  investment  may  be 
locked  in  or  a penalty  charged  for  cashing  in  early. 

Because  no  investment  offers  the  perfect  opportunity  for  the  high- 
est return,  full  liquidity,  and  no  risk,  you  must  keep  your  goals  and  invest- 
ment objectives  clearly  in  mind,  examine  what's  available,  then  make  an  in- 
formed choice.  Your  choice  has  two  parts:  You  need  to  decide  which  type  of 
investment  is  most  appropriate  and  with  whom  to  entrust  your  money. 
Your  decisions  will  require  a clear  understanding  of  any  risk  you  may  be  tak- 
ing. 
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Debt 

Investments 


Debt  investments  earn  interest. 

You  lend  your  money  to  a bor- 

rower  who  pays  you  interest  for 

the  use  of  the  funds  over  a fixed  term,  and  repays  the  principal  (face  value)  at 
maturity.  A debt  investment  provides  interest  income,  but  offers  no  possibil- 
ity for  growth  of  your  invested  money,  your  capital.  Although  many  debt 
investments  such  as  term  deposits  or  savings  accounts  are  low  risk 
and  insured,  some  are  not. 

The  duration  or  term  of  your  debt  investment  is  an  important  con- 
sideration and  should  be  chosen  to  reflect: 

• Your  need  for  the  money  in  the  future 
• The  liquidity  of  your  other  assets 

• The  short-  and  long-term  interest  rates  at  the  time  you  make  the  invest- 
ment 

• The  predicted  future  direction  of  interest  rates 

Debt  investments  fall  into  two  broad  categories:  1)  Non-traded  debt 
investments  such  as  term  deposits  or  Canada  Savings  Bonds  are  held  by  the 
original  investor  until  redeemed  by  the  borrower  (such  as  financial  institu- 
tions or  government).  They  cannot  be  sold.  2)  Traded  debt  investments  can 
be  sold  at  any  time  to  another  investor  through  the  securities  market. 


DIVERSIFY  YOUR  DEBT  INVESTMENTS 


Interest  rates  fluctuate  due  to  worldwide  economic  conditions,  government  fiscal  and  monetary 
policy,  and  currency  interactions.  Predicting  the  movement  of  interest  rates  is  difficult  even  for  experts.  To 
protect  yourself  against  uncertain  interest  rates,  diversify  your  debt  investments.  A mixture  of  short-  and 
long-term  investments  gives  flexibility  in  case  interest  rates  go  up.  The  mixture  also  locks  in  some  of  your 
money  at  a reasonable  rate  of  return  in  case  interest  rates  go  down. 


Non-Traded 
Debt  Investments 


N on-traded  debt  investments  in- 
clude demand  accounts,  term 
deposits,  guaranteed  invest- 
ment certificates  (GICs),  Canada  Savings  Bonds,  money  market  funds,  mort- 
gages, and  annuities.  Check  the  glossary  for  the  definition  of  each.  Their 
characteristics  are  compared  in  the  table  on  the  following  page  entitled 
"Compare  Non-Traded  Debt  Investments". 

Advantages  and  Limitations 

Most  non-traded  debt  investments,  except  demand  accounts,  can 
be  selected  for  a variety  of  fixed-term  periods.  Throughout  the  term,  the  in- 
vestment maintains  a constant  value  and  returns  a fixed  and  predetermined 
rate  of  interest. 

Most  non-traded  debt  investments  can  be  redeemed  only  by  the 
issuer  or  borrower.  As  an  investor  or  lender,  you  cannot  sell  them  to  a third 
person.  Some  must  be  held  to  maturity  while  others  can  be  redeemed  early 
but  will  suffer  an  interest  penalty;  that  is,  the  interest  will  be  reduced  be- 
cause you  cash  in  your  investment  before  maturity. 

Annuities  are  different.  Their  contract  terms  are  based  on  age  and 
life  span.  They  are  not  liquid  and  they  do  not  qualify  for  deposit  insurance. 
The  security  of  your  money  in  an  annuity  depends  on  the  assets  of  the  trust 
company  or  life  insurance  company  that  issues  it.  Selecting  an  annuity  is 
complicated,  and  is  made  more  critical  by  the  fact  that  once  you 
make  your  purchase  you  cannot  change  any  terms  of  the  contract. 
You  may  want  to  seek  professional  help  before  deciding  on  an  annui- 
ty- 

Money  market  funds  and  mortgages  are  also  different.  They  are  dis- 
cussed in  the  "Mutual  Funds"  and  "Real  Estate"  sections  on  pages  38  and  42 
respectively. 


Photos  of  securities  on  pages  27,  31,  35  and  36  courtesy  of  Dominion  Securities  Pitfield  (Alberta)  Ltd. 


COMPARE  NON-TRADED  DEBT  INVESTMENTS 


Investment 

Issuer 

Amount 

Term 

Liquidity 

Risk* 

saving  accounts 

savings/chequing 

accounts 

financial 

institutions 

$1.00  & up 

not  applicable 

withdrawal  on  demand;  notice 
may  be  required  for  larger 
amounts 

guarantees  vary  among 
institutions;  see  “Protection:  Where 
You  Put  Your  Savings”,  page  11. 

term  deposits 

banks 

$1,000  & up 

30  days  to 
5 years 

redeemable  with  interest  penalty 

term  deposits 

trust 

companies 

$5,000  & up 

30  days  to 
1 year 

CDIC  insures  each  depositor  up  to 
$60,000  in  each  member  institution 
for  term  deposits  up  to  5 years 

term  deposits 

trust 

companies 

$500  & up 

1 to  5 years 

locked  in  to  maturity 

guaranteed 

investment 

certificates 

banks 

$1,000  & up 

1 to  5 years 

term  deposits 

credit  unions 

$1,000  & up 

30  days  to 
1 year 

redeemable  at  any  time  with 

guaranteed  by  the  Credit  Union 
Stabilization  Corporation  which  is 
backed  by  the  Province  of  Alberta 

term  deposits 

credit  unions 

$500  & up 

1 to  5 years 

possible  interest  penalty 

term  deposits 

treasury 

branches 

$1 ,000  & up 

30  days  to 
1 year 

redeemable  at  any  time  with 

term  deposits 

treasury 

branches 

$500  & up 

1 to  5 years 

possible  interest  penalty 

unconditionally  guaranteed  by  the 
Province  of  Alberta 

guaranteed 

investment 

certificates 

treasury 

branches 

$1,000  & up 

1 to  5 years 

locked  in  to  maturity 

Canada  Savings 
Bonds 

Government 
of  Canada 

$100  to 
$10,000  in 
varying 

denominations; 
annual  limits 
on  amounts 

generally 
6 to  7 years 

redeemable  any  time;  interest 
penalty  if  redeemed  before 
January  1 immediately  following 
issue 

guaranteed  by  the  Government 
of  Canada 

money  market 
funds 

mutual  fund 
companies 

$1,000  & up 

no  fixed  term 

redeemable  any  time 

no  guarantees;  degree  of  risk 
depends  on  financial  stability  of 
issuer  and  the  quality  of  the 
investments  in  the  fund 

mortgages 

private 

property 

owners, 

mortgage 

investment 

corporations 

$1,000  & up 

generally 
6 months  to 
5 years 

generally  not  redeemed  by  issuer 
before  maturity  date;  if  buyer  can 
be  found,  mortgage  can  be  sold 
at  a premium  or  discount 
depending  on  prevailing  interest 
rates 

no  guarantee;  degree  of  risk  depends 
on  value  of  property,  real  estate 
market,  and  financial  stability  of 
issuer 

fixed-term 
annuities 
to  age  90 

trust 

companies 

$2,000  & up 

to  age  90  from 
age  over  60 
when  purchased 

no  liquidity  during  life  of 
annuitant;  if  death  occurs  before 
age  90,  balance  of  investment 
paid  to  beneficiary 

no  CDIC  coverage  because  term 
exceeds  5 years;  secured  by  assets 
of  trust  company 

life  annuities 

life  insurance 
companies 

$5,000  & up 

life  of  annuitant 
and/or  to  death 
of  surviving 
spouse  and/or 
guaranteed  for  a 
number  of  years 

no  liquidity;  fund  is  terminated  at 
end  of  contractual  term 

no  CDIC  coverage;  secured  by  assets 
of  issuing  life  insurance  company 

* For  a complete  discussion  of  investment  risk,  review  the  section  "Keep  Your  Savings  Safe",  on  page  11. 


Traded  Debt 
Investments 


T 

■ raded  debt  investments  include 

m bonds,  debentures,  and  treasury 

bills.  Check  the  glossary  for  the 
definition  of  each.  Their  characteristics  are  compared  on  the  following  page 
in  the  table  entitled  "Compare  Traded  Debt  Investments". 

Refer  to  page  65  for  a guide  to  reading  bond  quotations  published 
weekly  in  the  financial  press. 

Advantages  and  Limitations 

Traded  debt  investments  can  be  purchased  for  a variety  of  fixed- 
term  periods  depending  upon  the  specific  investment.  This  allows  you  to 
structure  your  investments  with  maturity  dates  that  are  consistent  with  your 
future  need  for  cash. 

During  their  term,  traded  debt  investments  maintain  a constant  face 
value  which  is  paid  at  maturity  by  the  issuer.  They  pay  fixed  interest  income 
each  year  to  maturity  through  coupons  which  are  detached  from  the  original 
bond  or  debenture.  Some  traded  debt  investments  can  be  bought  at  a dis- 
count, in  which  case  you  are  assured  interest  income  as  well  as  capital  gain  if 
you  hold  them  to  maturity. 

It  is  important  to  understand  that  these  investments  will  only  be 
redeemed  at  full  face  value  by  the  issuer  on  the  maturity  date.  Despite  this, 
traded  debt  investments  are  generally  fully  liquid  because  you  can  sell  them 
to  another  investor  through  your  stockbroker  on  any  business  day  at  the  pre- 
vailing market  price.  The  selling  price  may  not  be  what  you  originally  paid. 
It  is  dependent  on  market  value  fluctuations.  Read  "Market  Value  Fluctua- 
tions" below. 

If  you  are  forced  to  sell  a traded  debt  investment  when  interest  rates 
are  high  and  the  market  value  of  your  investment  has  dropped,  you  will  face 
a capital  loss. 
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Stripped  Bonds 

These  are  popular  traded  debt  investments  which  deserve  special 
mention.  A stripped  bond  is  a long-term  bond  or  debenture  with  a series  of 
semi-annual  interest  coupons  attached  which  is  purchased  by  an  investment 
dealer.  The  bond  is  then  separated  from  its  interest  coupons  and  sold  as  a 
bond  residual  for  its  current  discounted  value.  The  coupons  are  sold  separ- 
ately, being  discounted  to  current  value  based  on  the  dates  the  interest  cou- 
pons mature.  Coupons  are  available  with  terms  of  6 months  to  25  years. 

Stripped  bonds  and  coupons  pay  no  income  while  you  hold  them 
but  pay  a guaranteed  compound  return  if  held  to  maturity.  They  can  be  trad- 
ed at  any  time,  their  market  value  fluctuating  with  prevailing  interest  rates. 

The  safety  of  these  investments  depends  on  the  quality  of  the  ori- 
ginal bond.  Most  stripped  bonds  and  the  coupons,  however,  are  high-quality 
Government  of  Canada  or  provincial  issues.  Stripped  bonds  and  coupons  are 
suited  to  self-administered  RRSPs  because  accumulated  earnings  are 
sheltered  from  tax  until  the  RRSP  is  collapsed.  Before  selecting  these  debt 
investments,  research  them  thoroughly,  understand  their  advantages 
and  risks,  and  clarify  your  investment  goals. 

Convertible  Debentures 

This  popular  traded  debt  investment  also  deserves  special  mention. 
Convertible  debentures  yield  fixed  interest  and  are  issued  by  corporations  to 
raise  capital.  They  are  secured  by  the  general  assets  of  the  issuing  com- 
panies. The  convertible  feature  makes  debentures  more  attractive  to  inves- 
tors by  allowing  the  exchange  of  debentures  for  common  shares  of  the  same 
company  at  a predetermined  price  at  some  future  date.  Interest  payments 
are  made  semi-annually  until  the  debentures  mature  or  are  converted. 

Convertible  debentures  are  fully  liquid,  their  market  values  fluctu- 
ating with  prevailing  interest  rates  and  with  the  value  of  the  common  shares 
of  the  same  company.  Their  safety  depends  on  the  stability  of  the  issuer. 
Convertible  debentures  are  a debt  investment  earning  regular  interest  in- 
come. The  conversion  feature  offers  the  potential  for  capital  gain.  Once  you 
convert  a debenture  to  common  shares,  you  have  an  equity  investment. 
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Investment 

COMPARE  TRADED  DEBT  INVESTMENTS 

Issuer  Amount/Term  Liquidity 

Risk 

treasury  bills 

Bank  of  Canada 

$5,000  minimum 
$1,000  multiples 
30  to  364  days 

fully  liquid  but  price 
determined  by  the  market 

guaranteed  by  Government 
of  Canada 

Government  of 
Canada  bonds 

Government  of  Canada 

$1,000  multiples 
1 to  30  years 

fully  liquid  but  price 
determined  by  the  market 

guaranteed  by  Government 
of  Canada 

provincial  bonds 

provincial  governments 

$1,000  multiples 
1 to  30  years 

fully  liquid  but  price 
determined  by  the  market 

depends  on  financial  stability 
of  provincial  governments 

bonds  or  debentures  of 
crown  corporations 
(e.g.,  Ontario  Hydro, 
A.G.T.,  or  B.C.T.) 

crown  corporations 

$1,000  multiples 
1 to  30  years 

fully  liquid  but  price 
determined  by  the  market 

depends  on  financial  stability  j 
of  crown  corporation  and 
provincial  government 

corporate  bonds 
and  debentures 

corporations 

$1,000  multiples 
1 to  30  years 

fully  liquid  but  price 
determined  by  the  market 

rated  AAA  to  B based  on  the 
company’s  ability  to  meet  its 
future  obligations 

municipal  debentures 

municipal  governments 

$1,000  multiples 
1 to  30  years 

fully  liquid  but  price 
determined  by  the  market 

depends  on  stability  of 
municipal  government 

Equity 

Investments 


With  an  equity  investment,  you 
share  in  the  ownership  of  a bus- 

iness,  property,  or  commodity, 

and  you  participate  in  both  the  risk  and  rewards  of  ownership.  The  risk  is 
the  possibility  that  the  value  of  your  investment  may  drop  or  the  return  may 
be  lower  than  anticipated.  The  possible  rewards  are  twofold:  1)  The  under- 
lying value  of  your  investment  may  increase  (growth  of  capital),  thereby 
allowing  you  to  realize  a capital  gain.  2)  The  business  in  which  you  invest 
may  operate  profitably  and  distribute  regular  dividends  (income)  to  you  as  a 
shareholder. 

Many  of  the  benefits  of  equity  investments  result  from  their  tax  im- 
plications. The  tax  aspects  of  investing  were  discussed  in  detail  in  the  section 
"Become  Tax  Wise".  Equity  investments  have  four  possible  tax  advantages: 

• Income  received  in  the  form  of  dividends  from  Canadian  corporations  is 
eligible  for  the  dividend  tax  credit,  which  is  explained  in  the  glossary. 

• Dividends  received  from  Canadian  equity  investments  qualify  for  the 
$1,000  annual  investment  income  deduction  allowed  by  Revenue  Canada. 

• Capital  gains,  as  of  the  May  1985  federal  budget,  are  free  of  tax  to  a life- 
time maximum  of  $500,000,  to  be  phased  in  gradually  through  specified 
annual  limits  to  1990. 

• The  Alberta  Stock  Savings  Plan  provides  a tax  credit  to  be  applied  against 
provincial  tax  payable.  This  will  be  available  to  Albertans  who  purchase 
shares  of  eligible  companies. 

While  equity  investments  have  distinct  tax  advantages  over  debt 
investments,  they  are  generally  more  risky  and,  therefore,  must  be  con- 
sidered carefully.  The  equity  investments  to  be  explored  here  include  com- 
mon shares,  preferred  shares,  warrants,  and  rights. 

Refer  to  page  65  for  a guide  to  reading  stock  market  quotations  pub- 
lished daily  in  the  financial  press. 


Common  Shares 


Of  all  equity  investments,  com- 
mon shares  are  the  most  easily 
bought,  offer  the  broadest  selec- 
tion, and  have  the  most  ready  market  for  trading.  A company  issues  them  to 
raise  money,  or  equity  capital,  to  finance  the  business.  Every  shareholder 
owns  a fraction  of  the  company.  If  five  million  shares  are  issued  and  you 
purchase  500,  you  own  500/5,000,000  or  one  ten-thousandth  (1/10,000)  of 
the  company.  This  ownership  entitles  you  to  1/10,000  of  any  dividends 
issued. 

Advantages  and  Limitations 

A major  advantage  of  owning  shares  in  a public  company  is  that, 
while  you  participate  in  its  growth  and  earnings,  your  liability  is  limited  to 
the  purchase  price  of  your  shares.  None  of  your  other  assets  is  at  risk. 

Another  advantage  is  the  liquidity  of  most  common  shares.  Shares 
in  a company  which  trades  on  any  major  stock  exchange  can  generally  be 
bought  or  sold  on  any  business  day  during  trading  hours.  If  you  wish  to  sell 
your  shares,  you  usually  need  only  phone  your  broker  and  order  the  sale. 

Most  common  shareholders  are  entitled  to  one  vote  per  share,  to 
attend  company  meetings,  to  elect  the  directors  of  the  company,  and  to  re- 
ceive regular  financial  reports.  Some  companies  also  issue  classes  of  com- 
mon shares  which  do  not  have  voting  rights,  or  which  offer  restricted  or 
multiple  voting. 

A limitation  of  common  shares  is  that  a company  is  not  required  to 
pay  dividends  to  common  shareholders.  Frequently,  a company  retains  its 
profits  for  reinvestment  in  the  company  rather  than  for  distribution  as  divi- 
dends to  common  shareholders.  This  course  of  action  is  more  common 
among  young,  aggressive  companies. 

The  common  shareholder  also  ranks  last  if  the  company  is  liqui- 
dated. The  creditors  and  preferred  shareholders  have  prior  claim  to  any 
assets  of  the  company.  With  common  shares  you  also  face  the  risk  that  your 
share  value  may  drop. 

The  price  of  common  shares  tends  to  fluctuate  daily  due  to  investor 
demand.  These  daily  price  movements  are  usually  small.  However,  share 
prices  can  go  into  a cyclical  upturn  or  downturn  of  some  duration  — several 
weeks  or  months,  or  even  permanently,  if  the  company  or  industry  is  show- 
ing significant  profits  or  losses.  If  you  invest  in  common  shares,  be  prepared 
for  price  movements,  and  expect  to  see  the  value  of  your  investment  rise  and 
fall. 

Before  investing  in  common  shares,  try  to  develop  an  overall  game 
plan.  Are  you  investing  for  the  long  term  or  are  you  a trader,  buying  and  sel- 
ling shares  frequently  on  small  price  fluctuations?  What  will  cause  you  to 
sell  your  shares  — losses  of  20%,  gains  of  50%,  a wish  to  invest  elsewhere,  a 
general  economic  downturn?  Having  a game  plan  makes  your  investing  less 
random  and  your  decisions  easier. 


Categories  of  Common  Shares 

Common  shares  are  often  categorized  according  to  their  quality. 


Blue-chip  shares:  These  are  shares  in  companies  with  proven 
records  of  good  management,  steady  earnings  for  many  years,  and  strong 
balance  sheets.  Many  Canadian  blue-chip  companies  have  had  an  uninter- 
rupted record  of  dividend  payments  to  their  common  shareholders  since  the 
early  1900s. 

Growth  shares:  These  are  shares  in  young,  aggressive  companies. 
These  companies  frequently  direct  most  of  their  profits  back  into  the  com- 
pany to  develop  new  products  or  expand  the  business. 

Penny  shares:  These  are  shares  in  new,  unproven  companies 
which  have  no  management  or  earning  history.  They  are  highly  speculative 
investments  because  you  have  no  basis  on  which  to  judge  the  shares.  Your 
investment  may  be  pure  risk.  If  you're  tempted  to  gamble  with  penny 
shares,  use  only  money  you  can  afford  to  lose  and  buy  only  after  you  have 
developed  a portfolio  of  quality  investments  selected  to  contribute  to  the 
achievement  of  your  goals.  Companies  offering  new  share  issues  must  pro- 
vide a prospectus.  Before  you  invest,  study  it  carefully. 


Warrants  and  Rights 


Warrants  and  rights  are  two  means  by  which  investors  may  acquire 
common  shares.  However,  relatively  few  common  shares  have  warrants  or 
rights  available. 


Warrants:  These  allow  purchase  of  a company's  shares  at  a speci- 
fied price  until  a specified  date,  usually  several  years  hence,  after  which  the 
warrants  expire  and  are  worthless.  Warrants  are  attached  to  securities  — 
such  as  bonds,  debentures,  or  shares  — when  they  are  first  issued.  The  intent 
is  to  make  them  more  attractive  to  investors.  Immediately  after  issue,  the 
warrants  can  be  detached  from  the  security  and  traded  on  their  own.  The 
price  of  a warrant  fluctuates  with  the  price  of  the  common  share. 


Rights:  These  are  similar  to  warrants  but  expire  in  a much  shorter 
time.  A right  is  issued  to  existing  shareholders  to  allow  them  to  acquire  addi- 
tional common  shares  at  slightly  below  the  market  price.  Rights  can  be  trad- 
ed on  their  own.  They  are  usually  worth  only  a few  cents,  and  expire  within 
four  to  six  weeks  of  issue.  Once  expired,  rights  are  worthless. 


when  the  price  of  a company’s  common  shares  has  risen  substantially,  the  board  of  direc- 
e to  subdivide  each  share.  This  reduces  the  price  of  shares,  making  them  more  attractive  to 
ting  shareholders  are  issued  additional  shares  according  to  their  entitlement.  A well-known 
t of  the  Alberta  Energy  Company’s  common  shares.  These  were  first  issued  in  1976  at  $10 
980,  when  they  had  risen  to  $54  per  share,  the  board  of  directors  split  the  shares  three  for 
hareholders  were  issued  two  additional  shares  for  each  one  they  owned.  Each  of  the  newly 
had  a market  value  of  $18.  Since  then,  these  shares  have  traded  as  high  as  $27.75. 
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Preferred  Shares 
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referred  shares  are  complex 
equity  investments.  They  have 


characteristics  of  both  bonds 


and  common  shares.  Like  bonds,  preferred  shares  are  an  income  investment 
because  dividends  are  generally  paid  to  preferred  shareholders  every  three 
months  at  a predetermined,  fixed  rate.  Like  common  shares,  preferred 
shares  provide  part  ownership  of  a company,  entitling  the  shareholders  to  a 
share  of  the  company's  assets  and  earnings. 

Advantages  and  Limitations 

Preferred  shares  are  a less  risky  investment  than  common  shares. 
First,  the  price  of  preferred  shares  is  usually  not  as  volatile  as  the  price  of 
common  shares.  Second,  preferred  shares  are  issued  with  a par  value  or 
stated  value.  If  a company  were  liquidated,  preferred  shareholders  would  be 
entitled  to  claim  this  amount  against  the  company's  assets  before  the  com- 
mon shareholders  could  be  paid  anything.  Common  shares  are  almost 
always  issued  with  no  par  value. 

Preferred  shares  are  issued  with  a stated  fixed  dividend.  Paying  reg- 
ular dividends  to  preferred  shareholders  is  a company  obligation.  Payment 
of  dividends  to  common  shareholders  is  not.  However,  a company  will  cease 
to  make  dividend  payments  if  it  is  financially  unable  to  do  so.  It  is  important, 
therefore,  to  know  whether  your  preferred  shares  are  cumulative  or  non- 
cumulative.  This  terminology  is  explained  in  the  next  section,  "Attachments 
to  Preferred  Shares". 

Preferred  shares,  with  their  relatively  high  dividends,  benefit  great- 
ly from  the  dividend  tax  credit  granted  to  dividends  from  Canadian  corpor- 
ations. In  fact,  a taxpayer  having  no  other  taxable  income  in  1985  could  have 
earned  approximately  $43,500  dividend  income  and  owe  no  income  tax. 

One  limitation  for  preferred  shareholders  is  that  they  have  no  vot- 
ing rights.  However,  if  a specified  number  of  dividend  payments  is  missed, 
preferred  shareholders  can  elect  one  or  more  directors  to  the  board  to  protect 
their  interest  in  the  company.  Another  limitation  is  that  preferred  share- 
holders do  not  participate  in  the  growth  of  the  company.  They  are  entitled 
only  to  a fixed  dividend  from  the  company's  earnings.  A final  limitation  is 
the  chance  that  the  value  of  the  shares  will  drop. 

Attachments  to  Preferred  Shares 

Choosing  among  preferred  shares  is  complicated  by  the  variety  of 
special  attachments  which  may  be  added  to  them  to  increase  their  attractive- 
ness to  investors.  Preferred  shares  are  described,  in  terms  of  their  special  at- 
tachments, as  being: 

Cumulative:  Dividends  which  are  not  paid  on  these  shares  accum- 
ulate and  must  be  paid  to  preferred  shareholders  before  dividends  can  be 
paid  to  common  shareholders.  Shares  not  specified  as  cumulative  are  non- 
cumulative;  that  is,  missed  dividends  may  not  be  paid  at  a later  date. 


Redeemable  or  "Callable":  After  a specified  date,  these  can  be 
recalled  by  the  company  at  a fixed  price,  usually  the  original  purchase  price. 

Retractable:  Shareholders  can  submit  these  to  the  company  for 
redemption  at  a specified  date  and  price.  This  feature  ensures  that  you  can 
get  your  money  out  of  the  investment  at  that  date.  Retraction  usually  occurs 
after  five  years  and  at  the  original  purchase  price. 

Variable  Rate:  The  dividend  rate  on  these  is  tied  to  prevailing  in- 
terest rates.  If  rates  go  up,  the  dividend  rate  increases.  But  there  is  a stated 
minimum  rate  below  which  dividends  will  not  fall.  This  feature  creates  an 
investment  that  adjusts  to  inflation. 

Convertible:  After  a certain  date,  shareholders  can  convert  these 
to  common  shares  of  the  same  company  at  a specified  conversion  price. 
They  have  distinct  advantages.  Before  you  convert,  the  shares  will  earn  you 
steady  dividend  income.  Then,  by  converting  them  to  common  shares,  you 
have  the  opportunity  to  participate  in  the  company's  growth. 


Mutual  Funds 


Mutual  funds  can  be  an  equity  in- 
vestment, a debt  investment  in- 
eluding  mortgages,  or  a combin- 
ation of  both.  A mutual  fund  is  a large,  diversified  portfolio  of  securities  ad- 
ministered through  a limited  company  or  trust,  and  made  possible  by  pool- 
ing the  money  of  thousands  of  investors.  A mutual  fund  is  professionally 
managed,  thereby  relieving  the  investor  of  any  investment  decisions  other 
than  in  what  fund  to  invest.  However,  deciding  which  mutual  fund  to 
choose  is  not  easy.  Some  are  highly  speculative,  others  are  very  conser- 
vative. 

Most  mutual  funds  do  not  trade  on  stock  exchanges.  They  can  be 
bought  or  sold  through  the  company  administering  the  fund,  stockbrokers, 
investment  fund  dealers,  and  through  some  Canadian  banks,  most  Canadian 
trust  companies,  and  life  insurance  companies. 

You  can  choose  from  over  250  Canadian  mutual  funds.  However, 
before  making  an  investment  in  one,  learn  all  you  can  about  mutual  funds  as 
an  investment  alternative.  Don't  rely  on  a salesperson's  opinions  and  advice. 
Investigate  a fund  thoroughly  yourself. 

A mutual  fund  investment  is  appealing  for  several  reasons:  No  in- 
vestment experience  is  required,  few  demands  are  made  on  your  time  in 
managing  your  investment,  and  you  have  a very  diversified  and  liquid  in- 
vestment. 

There  are  two  forms  of  mutual  funds:  closed-end  and  open-end. 
Closed-end  funds  issue  only  a limited  number  of  shares.  These  are  usually 
traded  on  stock  exchanges,  and  can  be  bought  or  sold  through  a stockbroker. 

Open-end  funds  continually  create  new  units  as  investors  demand 
them,  and  redeem  outstanding  units  as  investors  want  to  sell  them.  Conse- 
quently, the  total  asset  value  of  an  open-end  fund  is  constantly  changing. 


How  Open-End 
Funds  Work 


Most  mutual  funds  in  Canada  are 
open-end,  and  you  invest  in  one 

by  purchasing  units  or  shares. 

The  unit  value,  called  the  net  asset  value  or  NAV,  is  usually  established  at 
the  end  of  every  business  day,  although  some  funds  calculate  their  NAV 
weekly  or  monthly.  Unit  values  of  the  most  common  funds  are  listed  regu- 
larly in  many  daily  newspapers. 

When  purchasing  units  of  mutual  funds,  commissions  and  fees 
vary.  A number  of  funds,  called  load  funds,  charge  a commission  of  up  to 
9%.  This  is  added  to  the  price  of  the  units.  Generally,  no  commission  is 
charged  on  earnings  that  are  reinvested  or  on  the  sale  of  units.  Others,  called 
no-load  funds,  are  also  available.  With  these,  no  sales  commission  is  charged 
for  purchase.  They  may,  however,  charge  a fee  for  disposing  of  your  units. 
All  mutual  funds  pay  annual  operating  expenses,  administration  fees  to  fund 
managers,  and  brokerage  fees  for  sales  and  acquisitions.  These  expenses  are 
paid  from  the  revenue  of  the  fund  and  influence  the  yield  to  investors.  A 
fund's  prospectus  outlines  these  costs. 

Usually,  dollars  in  even  amounts  are  invested  in  mutual  funds  re- 
gardless of  the  unit  value.  Although  you  may  be  required  initially  to  invest  a 
minimum  of  $500  to  $1,000,  you  are  frequently  allowed  additional  invest- 
ments in  smaller  amounts. 

This  example  illustrates  how  a purchase  works.  If  you  invest  $2,000 
in  a fund  with  a unit  value  of  $22  and  on  which  a 7%  sales  commission  is 
charged,  you  will  buy  84.96  units  at  a cost  of  $1,869.16.  You  will  pay 
$130.84  commission,  or  $1.54  per  unit. 

To  assist  small  investors,  many  mutual  funds  offer  contractual 
plans  whereby  units  can  be  purchased  by  a series  of  monthly  payments.  Fre- 
quently, a contract  of  several  years'  duration  is  required.  Before  taking  up 
such  a plan,  check  the  contract.  How  much  flexibility  is  permitted?  What 
penalties  are  charged  for  default  of  a payment  or  for  early  termination?  Do 
not  undertake  a contractual  fund  investment  unless  you  are  confident  you 
can  continue  your  monthly  payments  for  many  years.  A default  or  early  ter- 
mination could  be  very  costly. 

Finally,  a mutual  fund  could  cease  operation.  Determine  on  what 
basis  investors  would  be  paid  out  if  this  were  to  occur. 


Types  Of  Funds 
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efore  deciding  to  invest  in  a 
B M mutual  fund,  clarify  your  own 
investment  objectives.  Do  you 
wish  to  emphasize  safety,  income,  growth?  Maybe  you  seek  diversity 
through  a mutual  fund  which  invests  in  foreign  securities  and  currencies? 

Mutual  funds  may  be  made  up  of  equity  investments,  debt  invest- 
ments, real  estate  investments,  or  some  combination  of  the  three.  Each  type 
of  fund  is  identified  by  its  investment  portfolio  and  its  objectives.  Thus,  you 
can  choose  one  which  matches  your  own  investment  objectives.  Compare 
several  types  of  mutual  funds  and  their  investment  portfolios  and  objectives 
in  the  table  below.  Decide  which  type  best  suits  your  investment  objectives, 
then  carefully  review  the  available  funds  of  that  type. 

Mutual  funds  can  also  be  identified  by  the  type  of  investment  in- 
come they  will  earn:  interest,  dividends,  capital  gains,  or  a combination  of 
the  three.  Further,  funds  are  characterized  as  having  high,  intermediate,  or 
low  variability.  Variability  refers  to  the  fluctuation  in  a fund's  rate  of  return 
from  year  to  year.  For  instance,  a high  variability  fund  might  have  a 22%  an- 
nual rate  of  return  during  an  economic  upturn,  but  experience  a 4%  rate  of 
return  during  an  economic  downturn.  A low  variability  fund  will  experience 
little  fluctuation  in  the  rate  of  return  from  year  to  year. 


COMPARE  MUTUAL  FUNDS 


Type  of  Fund 

Investment  Portfolio 

Investment  Objectives 

growth  funds 

common  shares  with  growth 
potential 

capital  gains 

dividend  income  funds 

preferred  shares  or  convertible 
preferred  shares 

dividend  income,  some  capital 

gains  Bi  I Sffli  Bi 

balanced  funds 

high  quality  common  and 
preferred  shares,  short  and 
medium  maturity  bonds 

dividend  income,  interest  income, 
capital  gains 

international  funds 

shares  and  bonds  in  foreign 
currencies 

capital  gains,  currency  gains, 
international  diversification 

income  funds 

government  bonds,  high  quality 
corporate  bonds  and 
debentures,  mortgages, 
preferred  shares 

interest  income,  dividend  income 

money  market  funds 

treasury  bills,  short  term 
government  bonds,  other  short 
term  financial  instruments 

interest  income,  liquidity 

real  estate  funds 

income-producing  industrial  and 
commercial  properties 

capital  gains 

mortgage  funds 

mortgages 

interest  income 
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Family  Of  Funds 


recent  development  offers  addi- 
tional flexibility  to  investors. 
Called  a family  of  funds,  this  is 
a group  of  funds  of  varying  types  administered  by  the  same  management 
firm.  Your  investment  may  be  transferred  among  the  funds  within  a family 
without  additional  fees.  You  might  invest  initially  in  a growth  fund,  but 
closer  to  your  retirement  have  the  fund  reinvested  in  an  income  fund.  Thus, 
you  have  the  opportunity  for  capital  gains  in  the  growth  fund  and,  later,  for 
regular  monthly  income  from  the  more  secure  income  fund. 

Assessing  Mutual 
Funds 


Ask  the  salesperson  you're  dealing  with  for  a prospectus  and  sum- 
mary statement  of  the  mutual  funds  you  are  considering.  Study  them  care- 
fully. Note  and  compare  management  fees,  operating  costs,  commissions,  in- 
vestment portfolios,  and  company  histories.  Compare  each  fund's  perform- 
ance record  over  one  year,  five  years,  and  ten  years.  A fund  showing  a con- 
sistent rate  of  return  through  market  upswings  and  downturns  generally  in- 
dicates sound  management. 

Two  weekly  newspapers,  the  Financial  Times  of  Canada  and  the 
Financial  Post,  publish  reviews  of  Canadian  mutual  funds.  The  Financial 
Times  publishes  a monthly  review  where  funds  are  ranked  according  to  their 
performance  records  and  grouped  as  to  their  eligibility  for  inclusion  in 
RRSPs.  The  Financial  Post  publishes  a quarterly  survey  of  funds.  Study  a 
fund  review  carefully  before  making  a long-term  commitment  to  a mutual 
fund  investment.  Even  professional  money  managers  are  not  infallible,  and 
risks  are  involved.  Refer  to  page  66  to  learn  how  to  read  and  understand 
mutual  fund  surveys. 


Options  And 


Commodity 


Futures 


Contracts 


Options  and  commodity  futures 
contracts  are  speculative  and 
l risky.  They  are  also  highly  lev- 

eraged, in  that  borrowed  money  is  generally  used  to  cover  a contract.  Before 
you  invest  in  them,  you  need  extensive  market  knowledge  and  trading  ex- 
perience, money  you  can  afford  to  risk,  and  the  time  and  interest  to  watch 
the  market  closely  — hourly  if  necessary. 

Options  and  commodity  futures  contracts  are  complex  investments 
involving  sophisticated  trading  strategies.  Therefore,  find  a stockbroker  or 
commodity  or  currency  trader  who  is  experienced  and  reputable  because 
you  will  probably  need  constant  advice.  Also,  consult  some  of  the  resources 
listed  in  Part  Four  of  this  book  for  more  detailed  information. 

Options 


An  option  is  a contract  which  gives  you  the  right  to  buy  (a  call  op- 
tion) or  the  right  to  sell  (a  put  option)  a specific  quantity,  usually  100  shares, 
of  a certain  security  at  a fixed  price  within  a stated  period  of  time.  The  long- 
est period  available  is  nine  months.  Once  options  expire,  they  are  worthless. 

To  trade  option  contracts,  you  must  sign  a special  option-trading 
agreement  with  your  broker,  and  you  must  read  and  sign  a disclosure  state- 
ment which  acknowledges  that  you  are  fully  aware  of  the  risks  involved. 
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Commodity  Futures 
Contracts 


0 


A commodity  futures  contract  is 
an  agreement  to  buy  and  re- 

ceive,  or  to  sell  and  deliver,  a 

specified  amount  of  a stated  commodity  at  a fixed  price  at  some  future  date. 
Futures  contracts  are  available  on  a wild  assortment  of  commodities.  Here 
are  just  a few  of  them:  copper,  silver,  gold,  coffee,  soybeans,  orange  juice, 
pork  bellies,  financial  instruments.  Contract  terms  may  be  from  one  month 
to  two  years  into  the  future. 

Commodity  futures  differ  from  option  contracts  in  that  you  are  ob- 
liged to  deliver  or  receive  the  goods  when  the  expiry  day  arrives.  You  ignore 
these  dates  at  your  peril  — unless  you  intend  to  accept  delivery  of  38,000 
pounds  of  pork  bellies  or  deliver  45,000  pounds  of  orange  juice!  In  fact, 
through  a complex  series  of  offsetting  contracts,  commodity  traders  are  rare- 
ly required  to  deliver  or  accept  the  commodities  in  question. 

Futures  contracts  are  highly  leveraged.  In  cash  terms,  as  little  as  5% 
of  the  actual  value  of  the  contract  may  be  all  that  is  required  to  place  an  * 
order.  The  risks  are  extreme  because  of  the  amount  of  borrowed  money  in- 
volved. 

If  you  wish  to  trade  in  futures  contracts,  you  may  be  asked  to  pro- 
vide evidence  that  your  net  worth  is  at  least  $100,000,  exclusive  of  the  value 
of  your  home  and  life  insurance.  Further,  many  investment  firms  require  a 
minimum  of  $20,000  before  they  will  open  an  account.  While  the  specific  re- 
quirements vary  from  firm  to  firm,  they  all  attest  to  the  risks  you  face  in  this 
market. 

The  Alberta  Securities  Commission  does  not  regulate  trading  in 
commodity  futures  contracts,  and  a broker  who  deals  only  in  these  contracts 
does  not  need  to  be  registered  with  the  Commission. 


Real  Estate 


In  a recent  Canadian  survey  of 
households  with  incomes  over 

$20,000,  real  estate,  exclusive 

of  personal  residence,  ranked  immediately  after  Canada  Savings  Bonds  as  a 
most  favored  investment.  There  are  two  ways  that  you  can  invest  in  real 
estate:  1)  You  can  invest  in  mortgages  by  lending  someone  the  money  to  buy 
property.  In  this  case,  you've  made  a debt  investment.  2)  You  can  invest  in 
real  estate  by  buying  property  yourself.  Here,  you  have  an  equity  invest- 
ment. 


Real  Estate 
As  A Debt  Investment 


With  an  investment  in  mortgages,  you  participate  in  the  real  estate 
market  as  a holder  of  a debt  investment.  Your  investment  earns  interest. 

The  safer  investment  is  a first  mortgage.  When  you  are  the  holder  of 
a first  mortgage  on  a property,  you  have  first  claim  against  the  property  if  the 
mortgage  is  not  paid.  As  the  holder  of  a second  mortgage,  your  claim  against 
the  property  can  only  be  enforced  after  the  first  mortgage  has  been  paid.  Ob- 
viously, then,  a second  mortgage  is  a more  risky  investment. 

Provincially  registered  mortgage  brokers,  and  a limited  number  of 
trust  companies  can  arrange  mortgage  investments  for  the  private  investor. 
The  only  security  for  a mortgage  investment  is  the  value  of  the  property  in- 
volved. Before  making  a mortgage  investment,  check  the  reliability  of  the 
borrower,  the  quality  of  the  property,  and  the  amount  of  equity  the  owner 
has  in  it. 

An  indirect  way  of  making  a mortgage  investment  is  through  a 
mutual  fund  invested  exclusively  in  mortgages.  Do  not  confuse  a mortgage 
mutual  fund  with  private  mortgage  investments  offered  by  mortgage 
brokers. 

Advantages  and  Limitations 

A debt  investment  in  real  estate  mortgages  can  provide  an  interest 
yield  that  is  generally  better  than  the  interest  offered  on  term  deposits  or 
Canada  Savings  Bonds. 

On  the  other  hand,  you  can  lose  all  or  part  of  your  investment  if  the 
mortgage  payments  are  defaulted  or,  if  you  hold  a second  mortgage,  a fore- 
closure action  is  undertaken  against  the  property. 

Generally,  it  is  not  easy  to  get  your  money  out  of  a mortgage  invest- 
ment until  the  term  of  the  mortgage  expires.  Occasionally,  another  investor 


can  be  found  to  purchase  the  mortgage  from  you,  but  often  at  a substantial 
discount. 

Legal  fees  and  other  costs  associated  with  the  registration  and  dis- 
charge of  a mortgage  can  be  high.  If  your  mortgage  investment  goes  into 
default,  you  will  require  legal  assistance  to  recover  your  money.  While  ex- 
penses associated  with  your  mortgage  investment  are  tax-deductible,  the  in- 
terest income  earned  is  fully  taxed. 

As  the  holder  of  a mortgage  investment,  you  may  have  to  become 
personally  involved  in  the  collection  of  overdue  payments.  Finally,  since 
there  is  no  regulation  of  the  mortgage  investment  market,  other  than  the 
registration  of  mortgage  brokers,  there  are  no  guarantees  for  the  safety  of 
your  money.  An  investment  in  mortgages  is  risky. 

An  investment  in  mortgage  mutual  funds  is  liquid  to  the  extent  that 
it  can  be  redeemed  easily.  Also,  it  is  less  risky  than  arranging  for  a private 
mortgage  investment  because  your  money  is  pooled  with  many  other  inves- 
tors' money,  invested  in  a diveristy  of  mortgages,  and  managed  by  a profes- 
sional fund  manager.  Note,  however,  that  fees  may  be  involved  in  a mort- 
gage mutual  fund  investment. 


Real  Estate  As  An 
Equity  Investment 


You  can  participate  in  real  estate 
as  an  equity  investment  indivi- 

dually,  as  a member  of  a real 

estate  syndicate,  or  as  a shareholder  in  a real  estate  investment  trust  (REIT). 

Several  types  of  real  estate  exist  in  which  you  can  make  an  equity 
investment.  Revenue  property  is  the  most  common.  This  ranges  from  a suite 
or  house  you  rent  out,  to  an  apartment  building,  warehouse,  shopping  cen- 
tre, or  even  a farm.  The  sole  criterion  is  that  the  property  earns  rental  in- 
come. As  an  investor,  you  also  expect  the  property  to  appreciate  in  value  and 
your  equity  in  the  property  to  increase  over  time. 

Undeveloped  land  can  be  a real  estate  equity  investment,  but  this 
usually  has  no  offsetting  income  to  reduce  ownership  expenses.  This  type  of 
investment  is  made  solely  in  the  expectation  that  the  land  will  increase  in 
value  and,  when  sold,  produce  substantial  capital  gains. 

Finally,  you  can  invest  in  personal  recreation  property,  such  as  a 
cottage  or  acreage.  The  scarcity  of  such  property  near  populated  areas  has 
caused  it,  historically,  to  increase  in  value.  The  expense  associated  with 
ownership  of  recreation  property  is  offset  by  your  pleasure  in  its  use.  As  an 
investment,  it  may  earn  rental  income  and,  ultimately,  capital  gains  when 
you  sell  it. 


Advantages  and  Limitations 

To  make  an  equity  investment  in  real  estate,  the  down  payment  re- 
quired is  usually  a fraction  of  the  value  of  the  property.  Also,  the  long-term 

[43] 


financing  is  often  very  attractive. 

Although  property  values  have  generally  kept  abreast  of  inflation, 
during  1982  to  1985,  they  declined  in  Alberta. 

The  earnings  from  revenue  property  may  offset  the  expenses  of 
ownership.  At  the  same  time,  tax  regulations  concerning  the  deductibility  of 
mortgage  interest  on  revenue  property  and  depreciation  of  the  property 
favor  the  investor.  The  tax  treatment  of  capital  gains  also  benefits  real  estate 
equity  investors. 

On  the  other  hand,  most  real  estate  investments  have  poor  liquidity 
because  finding  a buyer  takes  time.  Shares  in  a REIT  are  an  exception, 
however,  because  they  can  be  traded  daily  on  the  stock  exchange. 

Real  estate  investments  involve  a number  of  risks.  Real  estate  val- 
ues can  fluctuate  or  stagnate,  vacancy  rates  can  change,  zoning  changes  can 
alter  property  values,  and  rising  mortgage  rates  can  make  your  investment  a 
loser. 

The  costs  associated  with  a real  estate  investment  include  sales 
commissions,  legal  fees,  property  tax,  maintenance,  repairs,  and  the  replace- 
ment of  appliances  and  equipment. 

Finally,  the  real  estate  market  is  an  unregulated  market  peopled  by 
sophisticated  agents  and  promoters,  and  inexperienced  investors.  Always 
deal  with  a reputable,  experienced  agent,  and  seek  legal  and  tax  advice 


Gold  And 
Collectibles 


Gold 


G 


old  holds  a fascination  and  al- 
lure matched  by  few  other  in- 
vestments. It  is  seen  by  many  as 
the  ultimate  hedge  against  inflation  and  a devalued  currency.  Its  popularity 
as  an  investment  has  led  to  the  development  of  many  types  of  investment 
opportunities,  which  are  described  below.  However,  the  buying  and  selling 
of  gold  bullion,  coins,  or  certificates  is  unregulated,  and  dealers  in  gold  are 
not  licensed  by  the  Alberta  Securities  Commission. 


Gold  Bullion:  Bullion  wafers  and  bars  can  be  purchased  in  Canada 
from  some  banks,  one  trust  company,  and  a limited  number  of  gold  and  in- 
vestment dealers.  Gold  bullion  and  coins  are  priced  in  U.S.  dollars.  Money 
invested  in  gold  earns  no  interest  or  dividends.  You  face  the  costs  of  safe- 
keeping, insurance,  transportation,  and  possibly  appraisal  when  you  sell. 

Gold  Bullion  Certificates:  Certificates  give  you  title  to  a quantity 
of  gold  bullion,  but  the  institution  from  which  you  purchase  a certificate 
holds  the  gold  in  safekeeping  for  you.  A nominal  sales  fee  may  be  charged, 
but  you  incur  little  expense  for  safekeeping  or  storage. 

Gold  Coins,  Bullion  Coins:  Coins  such  as  the  Canadian  Maple 
Leaf  are  pure  gold  and  sell  for  a slight  premium  above  the  value  of  the  gold 
itself.  The  appeal  of  gold  coins  lies  in  their  relatively  low  price  and  easy  con- 
version to  cash.  However,  you  face  the  problem  of  safekeeping,  and  your  in- 
vestment earns  no  return.  Gold  coin  certificates  are  also  available. 

Numismatic  Gold  Coins:  These  coins  are  collectors'  items  be- 
cause of  their  rarity,  age,  or  exceptional  quality.  A large  premium  above  the 
actual  gold  value  is  charged  for  them,  and  only  an  expert  can  detect  the  real 
value.  Fakes  and  counterfeits  abound.  Deal  only  with  established,  reputable 
dealers,  and  be  wary  of  mail  order  promotions  of  gold  coins  or  medallions. 

Gold  Options  and  Gold  Futures:  Options  and  futures  are  highly 
leveraged  and  exceedingly  risky  investments.  They  are  best  left  to 
specialists. 

Gold-Mining  Shares:  Shares  in  a gold-mining  company  offer  two 
possibilities  for  gain.  Gold  may  increase  in  value,  and  the  company  may  in- 
crease its  profitability.  In  selecting  this  investment,  consider  the  stability  of 
the  company  as  well  as  the  future  of  gold,  and  seek  the  help  of  an  exper- 
ienced broker. 


Penny  Gold  Shares:  These  shares  may  be  in  a company  which 
actually  has  no  mine.  Promoted  and  sold  on  the  strength  of  potential  ore 
reserves  and  possible  future  mine  development,  they  are  exceedingly  risky. 

Gold  Mutual  Funds:  These  give  you  the  opportunity  to  make  a 
modest  investment  in  a portfolio  of  gold  bullion  and  gold-mining  shares,  and 
to  have  your  investment  professionally  managed. 

Gold  Jewelry:  This  is  a pleasure  to  own,  but  a poor  way  to  invest. 
Gold  jewelry  is  usually  not  pure  gold,  its  price  reflecting  the  goldsmith's 
workmanship,  retail  markup,  and  sales  tax.  These  costs  may  not  be  recov- 
ered if  you  sell  the  jewelry  as  a precious  metal.  Two  expenses  you  may  face 
with  an  investment  in  jewelry  are  appraisal  fees  and  insurance  premiums. 


bles.  Because  such  items  could  potentially  add  to  your  net  worth,  you  may 
ease  your  conscience  by  describing  their  purchase  as  an  investment.  In  reali- 
ty, they  are  not  usually  a profitable  financial  venture.  They  generate  no  in- 
come, and,  if  you  try  to  sell  them,  you  will  find  you  must  deal  with  profes- 
sionals who  will  pay  only  a wholesale  price.  If  you  buy  collectibles,  consider 
the  cost  of  appraisals  and  insurance. 

Beware  of  fakes  or  flawed  items.  If  you  are  a serious  collector,  buy 
from  professionals.  Learn  all  you  can  about  your  collection.  Buy  the  best  you 
can  afford.  Keep  signed  receipts,  appraisals,  and  a record  of  the  price  you 
paid. 


w 


orks  of  art,  antique  furniture, 
rare  stamps  and  coins,  vintage 
wines  — all  these  are  collecti- 


Part  Three: 


Take  The 


Plunge 


c 

o far,  so  good!  You've  spent  the 
time  to  get  ready,  you've  ex- 
* " plored  alternatives,  and  now 
you're  asking  yourself,  "Where  do  I go  from  here?"  The  next  step  is  to  take 
the  plunge  into  the  financial  marketplace.  Part  Three  shows  you  how.  It  will 
help  you  design  your  portfolio,  be  alert  to  investment  risks,  make  your 
move,  and  manage  your  investments. 


Design  Your 
Portfolio 


Your  first  task  is  to  design  your  portfolio.  This  is  a collection  of  in- 
vestments selected  to  achieve  your  specific  objectives.  This  book  presents 
only  basic  ideas.  You  may  want  to  continue  exploring  the  topic  by  using 
some  of  the  resource  materials  identified  in  Part  Four. 
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Consider  Balance  And 
Diversification 


T 


wo  important  characteristics  of 
portfolio  design  are  balance  and 
diversification  among  your  in- 


vestments. A balanced  portfolio  provides  safety,  income,  and  growth  to  meet 
your  needs,  and  its  composition  will  change  as  your  age,  circumstances,  and 
economic  conditions  change. 

Diversification  should  reduce  risk  and  increase  your  opportunity 
for  profit.  However,  too  much  diversification  can  complicate  the  manage- 
ment of  your  investments. 

You  can  diversify  your  investments  in  many  ways: 

• By  investment  type:  bonds,  deposits,  shares,  mutual  funds,  real  estate,  etc. 

• By  industry  segment:  oil  and  gas,  retailing,  transportation,  lumber,  etc. 

• By  quality  of  investment:  conservative,  speculative,  growth,  etc. 

• By  liquidity  and  maturity  dates:  long-term  deposits,  treasury  bills,  Canada 
Savings  Bonds,  etc. 


An  effective  way  of  achieving  diversity  and  balance  in  your  port- 
folio is  to  do  a pyramid  portfolio  analysis.  A pyramid,  shown  on  the  opposite 
page,  categorizes  investments  by  degree  of  risk  and  clearly  shows  the  size  of 
each  category  in  relation  to  the  total  portfolio. 

The  pyramid  has  a solid  foundation  made  up  of  sufficient  insur- 
ance, an  emergency  fund,  a pension  plan,  safe  retirement  savings,  and  a 
clear  title  residence.  Together,  these  satisfy  basic  security  needs.  However, 
the  building  of  a solid  foundation  will  take  many  years  of  careful  financial 
management.  During  this  time  you  may  want  to  begin  making  investments 
higher  up  the  pyramid  of  risk. 

As  the  pyramid  rises,  so  do  the  characteristics  of  the  investment  cat- 
egories change  — they  become  less  conservative,  more  growth-oriented,  and 
then  speculative.  Many  investors  never  go  higher  than  the  "conservative” 
level  where  they  feel  comfortable. 

It's  easy  to  see  how  the  pyramid  can  be  used  to  design  — or  improve 
— your  portfolio.  First,  review  your  net-worth  statement  to  identify  the 
assets  that  you  consider  to  be  investments.  List  these  in  the  appropriate  cate- 
gories of  the  pyramid.  Now  assess  their  balance  and  diversity.  Is  your  foun- 
dation sound?  In  any  one  category,  are  there  too  many  investments  of  one 


Do Pyramid 
Portfolio 


type?  Are  they  all  interest-bearing  and,  therefore,  subject  to  full  taxation?  Are 
they  selected  to  provide  some  protection  against  inflation?  What  must  you 
do  to  improve  balance  and  diversity  in  your  portfolio? 

As  you  begin  to  plan  your  financial  strategy  for  the  coming  years, 
review  the  full  range  of  investments  you  explored  in  Part  Two  of  this  book. 
Select  those  which  complement  your  present  portfolio  of  assets,  satisfy  your 
objectives,  and  assist  you  in  the  achievement  of  your  goals. 

Your  pension  should  be  of  particular  importance  to  your  portfolio 
design.  For  instance,  if  you  have  no  pension,  your  investments  may  have  to 
provide  income  during  retirement.  In  this  case,  you  may  wish  to  have  a large 
percentage  of  your  portfolio  in  bonds  or  preferred  shares.  If  you  have  a 
substantial  pension,  your  investments  may  be  oriented  more  toward  growth. 

When  you  consider  any  financial  decision,  ask  yourself  the  ques- 
tions outlined  in  the  section  which  follows,  "Be  Alert  to  Investment  Risks". 
Your  answers  should  help  you  analyse  any  investment  and  appreciate  its 
risks. 

In  review,  avoid  putting  all  your  eggs  in  one  basket.  Know 
the  risks  associated  with  any  financial  undertaking. 


PYRAMID  OF  RELATIVE  INVESTMENT  RISK 


commodity  futures,  collectibles, 

gold,  tax  shelters, 

security  options,  speculative  stock 


real  estate  investments 


growth  shares, 
growth  mutual  funds, 
investment  mortgages 


balanced  mutual  funds, 
blue-chip  common  shares 


government  bonds,  annuities, 
guaranteed  investment  certificates, 
money  market  funds 


Canada  Savings  Bonds,  term  deposits, 
interest-bearing  accounts,  treasury  bills 


SOLID  FOUNDATION 

insurance,  emergency  fund,  pension  plan, 
clear-title  residence,  safe  retirement  savings 


corporate  bonds  and  debentures, 


preferred  shares, 
income/bond  mutual  funds 


speculative 


growth 


conservative 


very 

conservative 


YOUR  REAL  RATE  OF  RETURN 


You  invest  your  savings  to  make  your  money  work  for  you  and  provide  the  best  yield.  If  you  don’t 
put  your  money  to  work,  inflation  will  erode  its  purchasing  power.  Even  to  maintain  the  status  quo,  your 
savings  have  to  earn  enough  to  at  least  keep  up  with  the  inflation  rate.  The  following  tables  illustrate  the  ef- 
fects of  inflation  on  purchasing  power. 


Declining  Purchasing  Power 


Equivalent  Purchasing  Power 


This  table  illustrates  the  loss  of  purchasing 
power  of  $100,  over  10  years,  at  a 5%  rate  of 
inflation.  Under  these  conditions,  the  value  of 
what  you  can  now  buy  with  $100,  will  shrink 
to  $77.38  in  5 years  and  to  $59.87  in  10 
years. 


This  table  illustrates  the  amount  of  money 
needed  to  maintain  the  purchasing  power  of 
$100  over  10  years,  at  a 5%  rate  of  inflation. 
Under  these  conditions,  to  purchase  the 
equivalent  of  what  $100  will  now  buy,  you  will 
need  $127.63  in  5 years  and  $162.88  in  10 
years. 


Income  tax,  too,  reduces  the  yield  of  your  investments.  Review  how  each  type  of  investment  in- 
come is  taxed  by  referring  to  the  section  “Investments  and  Taxes”  on  page  20.  Also  determine  your 
marginal  tax  rate  by  referring  to  that  section  on  page  18.  With  this  information  it’s  possible  to  determine 
the  after-tax  yield  of  any  taxable  investment.  For  example,  if  you  invest  in  a $1 ,000  guaranteed  investment 
certificate  yielding  10%  interest,  you  will  earn  $100  interest  yearly.  However,  if  you’ve  already  used  your 
$1 ,000  Canadian  investment  income  deduction  and  your  marginal  tax  rate  is  35.88%,  you  will  be  required 
to  pay  $35.88  tax  on  this  $100  interest  income.  After  tax,  the  yield  on  your  investment  will  be  $64.12 
representing  a rate  of  return  of  6.4%  instead  of  10%. 

When  you’re  developing  a strategy  for  a financially  secure  future,  you  must  take  into  account 
your  real  rate  of  return  after  inflation  and  taxation  have  taken  their  bite. 


Be  Alert  To 

I 

NVESTMENT 

] 

Risks 

Before  putting  your  money  in  any  investment,  make  sure  you  can 

answer  the  following  general  questions  and  the  ones  that  apply  to  the 

specific  type  of  investment  you're  considering. 

General  Questions 

1 . Is  there  any  risk  that  you  could  lose  your  money?  Do  you  understand  the 
nature  of  the  risk  involved? 

2.  How  will  income  you  earn  from  this  investment  be  taxed? 

3.  Are  there  any  fees,  commissions,  or  other  charges  associated  with  getting 
into  or  out  of  this  investment? 

4.  How  and  when  can  you  get  your  money  out,  both  at  the  maturity  date  and 
any  time  before  that? 

5.  Is  management  of  the  investment  going  to  demand  a lot  of  your  time? 

6.  Why  have  you  selected  this  particular  investment?  Does  it  complement 
your  overall  investment  strategy? 

7.  Can  you  stand  the  stress  and  financial  hardship  associated  with  the  pos- 
sible loss  of  your  money  in  a risk  investment? 

Debt  Investments  — Non-Traded 

1.  What  is  the  risk  that  you  will  not  receive  your  interest  payments? 

2.  What  is  the  risk  that  the  economy  will  inflate  and  you  will  be  locked  in  to 
a relatively  poor  interest  rate? 

3.  If  the  institution  were  to  experience  financial  difficulties,  could  you  get 
your  money  back? 

Debt  Investments  — Traded 

1.  Can  you  afford  to  leave  your  money  in  this  investment  until  the  maturity 
date,  if  necessary? 

2.  What  is  the  risk  that  you  will  not  receive  your  interest  payments? 

3.  Can  you  get  out  of  the  investment  quickly  if  you  need  the  money? 

Equity  Investments  — Common  Shares 

1.  Will  this  investment  earn  any  dividend  income? 

2.  Can  you  afford  to  leave  your  money  in  long  enough  for  the  share  value  to 
increase? 

3.  Have  you  thoroughly  investigated  this  investment?  Is  your  decision  based 
on  sound  information  or  on  hot  tips  and  rumors? 


4.  Have  you  identified  the  point  at  which  you  will  sell  the  shares? 

Equity  Investments  — Preferred  Shares 

1.  Has  the  company  an  uninterrupted  history  of  dividend  payments? 

2.  Are  you  aware  of  any  special  features  of  the  preferred  shares,  particularly 
the  date  and  price  for  their  redemption  or  retraction? 

Mutual  Funds 

1.  How  does  the  ten-year  performance  record  of  the  fund  compare  with 
other  similar  funds? 

2.  Have  you  obtained  and  read  the  fund's  prospectus? 

3.  Are  you  prepared  to  hold  this  investment  for  several  years? 

4.  If  your  investment  is  a contract  for  monthly  payments,  do  you  understand 
all  of  the  conditions  of  the  contract?  When  and  how  can  you  get  your 
money  back?  Are  there  any  penalties  for  early  termination  of  the  contract? 

Options  and  Commodity  Futures  Contracts 

1.  Are  you  investing  with  money  you  can  afford  to  lose? 

2.  Is  your  stockbroker  competent  and  experienced  in  this  type  of  trading? 

3.  Can  you  watch  this  investment  daily  or  hourly,  if  necessary? 

4.  Can  you  stand  the  stress  of  losing  your  money? 

Real  Estate  — Debt  Investments 

1.  Has  the  property  owner  a steady  source  of  income  with  which  to  make 
the  mortgage  payments? 

2.  Does  the  property  owner  have  a reasonable  equity  in  the  property? 

3.  Do  you  believe  that  you  can  get  all  your  money  back  when  the  first  term 
of  the  mortgage  ends,  or  will  you  have  to  renew  the  mortgage? 

Real  Estate  — Equity  Investments 

1 . Must  you  sign  any  personal  guarantees  with  the  lender  who  is  financing 
your  purchase  of  this  property?  When  you  sign  a personal  guarantee,  all 
your  assets,  house,  car,  savings,  are  available  to  satisfy  the  loan  if  neces- 
sary. Can  you  afford  this  risk? 

2.  Can  you  afford  to  make  the  payments  on  this  property  if  revenue  from  it 
is  interrupted  or  fails?  Can  you  afford  to  supplement  the  payments  if 
revenue  from  the  property  will  not  service  the  mortgage? 

3.  Will  this  property  retain  its  value  if  economic  conditions  change? 

4.  Are  you  prepared  to  keep  this  property  long  enough  to  recover  not  only 
your  investment  but  the  costs  associated  with  buying  and  selling  it? 

Gold  and  Collectibles 

1.  How  will  you  ensure  safekeeping  of  these  investments? 

2.  What  are  the  tax  implications  of  these  investments  in  your  estate? 

3.  Have  you  checked  out  the  credentials  of  the  people  or  institution  from 
which  you  are  buying? 

4.  Is  the  item  you  are  buying  genuine?  Will  you  have  it  appraised?  Can  you 
get  your  money  back  if  there  is  a problem  with  its  authenticity? 

5.  Will  you  enjoy  owning  the  item? 


Make  Your 
Move 


nee  you're  familiar  with  the 
alternatives  and  have  chosen 
what's  best  for  your  portfolio, 
you  can  take  action.  This  section  gives  you  the  basic  information  you  need 
on  where  to  obtain  various  investments.  And,  because  many  people  are  un- 
familiar with  securities  trading,  this  section  shows  you  how  to  get  started. 


Where  To  Obtain 
Investments 


Debt  Investments 

Non-traded  Debt  Investments:  Term  deposits,  guaranteed  in- 
vestment certificates  (GICs),  and  Canada  Savings  Bonds  are  available  from 
the  major  financial  institutions:  banks,  trust  companies,  credit  unions,  and 
Alberta  Treasury  Branches.  Canada  Savings  Bonds  are  also  available  from 
stockbrokers.  Annuities  can  be  purchased  from  life  insurance  companies 
and  trust  companies. 

Traded  Debt  Investments:  Bonds  and  debentures  issued  by  the 
Government  of  Canada,  the  provinces,  municipalities,  crown  corporations, 
and  private  corporations  are  bought  and  sold  through  stockbrokers.  Trea- 
sury bills  are  available  through  banks,  Alberta  Treasury  Branches,  and  stock- 
brokers. 

Equity  Investments 

Both  common  and  preferred  shares  are  bought  and  sold  through 
stockbrokers,  as  are  warrants  and  rights  for  common  shares.  A prospectus 
must  be  provided  with  all  new  issues  of  shares  or  debentures  offered  to  in- 
vestors in  Alberta.  It  provides  valuable  information  about  the  new  offering 
and  the  company. 

Mutual  Funds 

Mutual  funds  are  bought  and  sold  through  the  company  admin- 
istering the  fund,  stockbrokers,  investment  fund  dealers,  some  Canadian 
banks,  most  Canadian  trust  companies,  and  life  insurance  companies. 


Options  and  Commodity  Futures  Contracts 

These  highly  speculative  investments  may  be  bought  and  sold 
through  a limited  number  of  stockbrokers,  and  through  firms  specializing  in 
commodity  futures  contracts. 

Real  Estate 

Debt  Investments:  An  investment  in  mortgages  can  be  arranged 
through  a mortgage  broker  who,  for  a fee,  acts  as  an  intermediary  between 
the  borrower  and  the  lender  of  the  mortgage  money.  If  a mortgage  invest- 
ment is  arranged  privately  between  a borrower  and  lender,  legal  assistance 
may  be  necessary  to  properly  prepare  and  register  the  mortgage  documents. 

Equity  Investments:  The  purchase  of  property  as  an  investment 
may  be  arranged  through  a real  estate  agent.  Look  for  a reputable,  experi- 
enced agent  familiar  with  investment  real  estate. 

Opportunities  for  participation  in  real  estate  syndicates  or  limited 
partnerships  are  advertised  in  the  business  press  and/or  through  private  sales 
forces.  A prospectus  or  offering  memorandum  will  outline  the  details  of  the 
investment.  Shares  or  units  in  a real  estate  investment  trust  (REIT)  can  be 
purchased  through  stockbrokers,  investment  fund  dealers,  or  directly  from 
the  company  administering  the  trust. 

Gold  and  Collectibles 

Gold:  An  investment  in  gold  bullion,  gold  coins,  or  gold  certificates 
can  be  made  through  a limited  number  of  financial  institutions.  A number  of 
private  dealers  buy  and  sell  gold  in  all  its  forms  except  gold  certificates. 

Collectibles:  Authentic  sources  of  valuable  collectibles  abound. 
They  include  dealers  in  art,  coins  and  stamps,  and  antiques.  Collectibles  are 
also  available  through  public  auction. 


Trading  In  The 
Securities  Market 


Categories  of  Dealers 

Dealers  who  sell  securities  must  be  registered  with  the  Alberta 
Securities  Commission.  There  are  several  categories  of  security  dealers. 

• Broker:  A person  or  company  who  is  a member  of  a stock  exchange. 

• Investment  dealer:  A person  or  company  who  is  a member  of  The  Invest- 
ment Dealers  Association.  For  more  information  about  the  I.D.A.  see 
page  68. 

• Mutual  fund  dealer:  A person  or  company  who  is  restricted  to  trading 
units  or  shares  in  mutual  funds. 

• Scholarship  plan  dealer:  A person  or  company  who  is  restricted  to  trading 
in  securities  of  a scholarship  educational  plan  or  trust. 

• Securities  dealer:  A person  or  company  registered  to  trade  securities  but 
not  a member  of  a self-regulatory  group. 

• Securities  issuer:  A person  or  company  restricted  to  distributing  securities 
of  its  own  issue  for  its  own  account. 

Select  an  Investment  Dealer  and  Broker 

If  you  decide  to  invest  in  securities,  you  will  need  to  select  an  in- 
vestment dealer  or  salesperson  with  whom  to  do  business.  Security  salesper- 
sons are  known  as  brokers,  registered  representatives  or  account  executives. 

A broker  works  for  a firm  of  investment  dealers,  buying  and  selling 
securities  for  clients  and  charging  a commission  for  doing  so.  When  choos- 
ing, bear  in  mind  that  your  broker  must  be  someone  with  whom  you  can 
communicate  easily,  and  by  whom  you  don't  feel  intimidated. 

Investment  dealers  and  brokers  fall  into  two  groups: 

• Full-service  investment  dealers  and  brokers:  These  provide  support  servi- 
ces including  market  specialists  and  research  departments  to  provide  up- 
to-date  market  information.  Consequently,  a full-service  dealer  is  able  to 
discuss  your  security  selection  and  make  recommendations  to  buy  or  sell. 

• Discount  investment  dealers  and  brokers:  These  do  not  offer  advice  or 
recommendations  about  stock  selection.  They  merely  buy  and  sell  securi- 
ties at  their  clients'  instructions.  Their  commission  costs  may  be  approxi- 
mately half  those  of  the  full-service  dealer,  particularly  on  lower-priced 
shares  or  small  volumes  of  shares.  Discount  dealers  are  only  recommend- 
ed for  experienced  investors  who  make  all  their  own  investment  decisions. 

Ask  friends  to  recommend  an  investment  dealer  and  broker,  but 
beware  of  too  much  enthusiasm.  All  clients  love  their  brokers  when  they're 
making  money.  Ask  business  associates,  your  accountant,  lawyer,  or  banker 
for  recommendations.  Interview  two  or  three  brokers  at  their  offices  before 
making  your  choice.  Be  prepared  to  clearly  describe  your  investment  objec- 


tives  and  to  disclose  your  financial  circumstances,  so  that  your  broker  can 
recommend  suitable  investments. 

You  should  discuss  the  amount  of  your  opening  account.  Some 
brokers  will  tell  you  quite  openly  they  are  not  interested  in  handling  ac- 
counts of  less  than  $10,000.  Others  don't  apply  this  five-figure  limit  but  may 
recommend  the  purchase  of  a mutual  fund  instead  of  individual  securities. 

Ask  about  commissions.  These  vary  according  to  the  price  and 
number  of  the  shares  you  are  trading.  On  higher-priced  shares  and  on  larger 
volumes  of  shares  commissions  are  lower.  Commissions  are  not  charged  at 
all  on  new  share  issues. 

You  may  wish  to  choose  a broker  with  an  investment  firm  belong- 
ing to  the  Investment  Dealers  Association  of  Canada  or  a stock  exchange, 
and  therefore  to  the  National  Contingency  Fund  already  referred  to  on  page 
12. 

Switching  brokers  or  dealers  can  be  done  easily.  After  discussing 
your  investment  needs  with  your  prospective  new  broker,  you  will  be  asked 
to  sign  the  appropriate  forms  and  your  account  will  be  transferred.  If  you 
choose  your  broker  carefully  and  outline  your  investment  objectives  closely, 
switching  should  be  a rare  occurrence. 

Always  review  written  confirmation  of  trades  and  monthly  state- 
ments carefully.  Report  any  unauthorized  trades  to  your  broker  and  his 
superior.  If  your  complaint  is  not  dealt  with  to  your  satisfaction,  contact,  in 
order,  the  firm's  Alberta  regional  manager,  the  Investment  Dealers  Associa- 
tion in  Alberta,  the  Alberta  Stock  Exchange,  and,  finally,  the  Alberta 
Securities  Commission. 

Open  an  Account 

Once  you  have  selected  a broker,  you're  ready  to  open  an  account. 
Questions  are  asked  about  your  income,  assets,  dependents,  banking  institu- 
tions, and  your  investment  objectives.  Your  credit  rating  is  checked,  and  you 
are  asked  to  disclose  if  you  are  an  officer  of  a public  company.  All  informa- 
tion is  strictly  confidential. 

When  making  a purchase,  you  decide  the  form  of  your  securities: 
registered  or  bearer.  Registered  securities  are  registered  in  your  name.  You 
take  possession  of  the  certificates,  and  it's  up  to  you  to  keep  them  safe.  A 
record  of  your  ownership  of  the  registered  securities  is  kept  by  the  corpora- 
tion whose  shares  you  purchased.  Dividend  and  interest  cheques,  annual 
reports,  and  notices  of  shareholders'  meetings  are  mailed  directly  to  you. 

Bearer  or  street  form  securities  are  registered  in  the  investment 
dealer's  name  and  the  certificates  are  held  by  the  dealer  in  safekeeping.  If 
your  securities  are  in  this  form,  you  will  generally  not  receive  the  mail  that 
companies  send  to  their  shareholders.  Consequently,  you  may  miss  proxy 
documents,  and  notices  of  takeover  bids  and  annual  or  interim  meetings.  To 
avoid  this  problem,  ask  your  broker  to  forward  such  mail  to  you,  or  have  the 
securities  registered  in  your  name. 

Keeping  securities  in  bearer  form  makes  trading  more  convenient. 
Further,  dividend  and  interest  cheques  are  forwarded  to  the  investment 
dealer  arid  credited  to  your  account.  You  will  receive  monthly  statements 
and  an  annual  tax  statement. 


Place  an  Order 


The  securities  industry  is  based  very  much  on  trust.  Consequently, 
most  orders  to  a broker  from  a client  are  given  by  telephone,  and  confirmed 
in  writing  after  they  have  been  filled.  Two  common  types  of  orders  are: 

• Market  Order:  This  is  an  instruction  to  buy  or  sell  a security  as  soon  as  the 
order  is  received,  at  the  best  available  market  price. 

• Open  Order:  This  is  an  instruction  to  buy  or  sell  a security  when  it  reaches 
a certain  price,  rather  than  at  the  market  price  at  the  time  the  instruction 
was  given.  An  open  order  remains  in  effect  until  it  is  cancelled  or  filled. 

You  are  required  to  settle,  or  pay  for  most  security  orders  on  the 
fifth  business  day  following  the  day  the  order  is  transacted.  Only  one  busi- 
ness day  is  allowed  for  settlement  of  options. 

If  you  are  ordering  securities  for  inclusion  in  your  self-administered 
RRSP,  the  security  will  be  forwarded  to  the  trust  company  administering 
your  RRSP.  It  is  held  there  in  safekeeping  in  your  RRSP  account. 


Manage  Your 
Investments 


You  are  ultimately  responsible 
for  the  success  of  your  financial 

strategy,  whether  you  invest  in 

term  deposits,  Canada  Savings  Bonds,  the  stock  market,  or  government 
bonds.  For  this  reason  alone,  you  must  keep  a check  on  economic  conditions 
and  tax  regulations  that  may  call  for  changes  in  your  strategy.  It's  up  to  you 
to  be  alert  and  informed.  The  following  suggestions  should  help  you  manage 
your  investments  successfully. 

• Regularly  review  your  portfolio. 

• Set  a reasonable  annual  target  of  growth.  Don't  aim  too  high. 

• Investigate  carefully  before  you  invest. 

• Look  for  quality  investments. 

• Seek  professional  advice. 

• Don't  buy  on  tips  or  rumors. 

• Maintain  enough  liquidity  for  easy  portfolio  adjustment. 

• Be  patient. 

• Don't  fall  in  love  with  your  investments.  The  decision  to  sell  is  harder  to 
make  than  the  decision  to  buy. 

• Stay  curious;  ask  questions. 

Most  important  of  all,  keep  on  learning.  Reading  through  this  book 
is  only  the  beginning  of  your  quest  for  financial  security.  Part  Four  outlines 
many  opportunities  to  continue  expanding  your  knowledge.  Enjoy  the 
challenge! 


Part  Four: 


Continue 


Your 


Exploration 


A wise  investor  is  an  informed  in- 
vestor. To  learn  more  and  to 

stay  abreast  of  economic 

events,  read  a wide  variety  of  magazines,  newspapers,  newsletters,  and 
books.  Be  alert  for  radio  and  television  programs  and  consider  taking  a 
course  on  investing. 


Take  A Course 


Completing  a course  on  investing  is  always  a sound  undertaking. 
Courses  range  from  the  very  basic  to  the  more  advanced.  For  most,  a fee  is 
charged.  Determine  the  instructor's  qualifications  before  you  enroll. 

The  Canadian  Securities  Institute  is  an  educational  organization 
sponsored  by  the  securities  industry  that  offers  a number  of  correspondence 
courses  at  varying  levels  to  both  industry  and  private  students.  For  more  in- 
formation, contact: 

The  Canadian  Securities  Institute 
1110  Daon  Building 
444  - 5 Avenue  S.W. 

Calgary,  Alberta 
T2P  2T8 

Telephone:  262-1791 

The  Investment  Funds  Institute  of  Canada  offers  a self-study  course 
on  mutual  funds  to  both  industry  and  private  students.  For  further  informa- 
tion, contact: 

The  Investment  Funds  Institute  of  Canada 
8 King  Street  East,  Suite  210 
Toronto,  Ontario 
M5C  1B5 

Telephone:  (416)  363-2158 

The  Canadian  Institute  of  Financial  Planning  offers  a series  of  in- 
creasingly complex  financial  planning  courses  to  people  employed  in  the 
financial  industry  and  to  private  individuals.  Of  special  interest  is  the  intro- 
ductory correspondence  course  on  personal  financial  planning.  For  more  in- 
formation, contact: 

The  Canadian  Institute  of  Financial  Planning 
70  Bond  Street,  Suite  405 
Toronto,  Ontario 
M5B  1X2 

Telephone:  (416)  865-1237 

The  continuing  education  programs  run  by  local  school  boards, 
university  extension  faculties,  and  community  colleges  often  include  invest- 
ment courses.  Find  out  what  is  available  in  your  area. 

Courses  and  seminars  on  investing  are  occasionally  conducted  by 
brokerage  houses  and  private  investment  advisors.  Watch  for  them;  they  are 
almost  always  worth  attending. 


Read  Books 
And  Other 
Publications 


Books  from  your  local  library  or  bookstore  are  another  source  of 
information  about  investing,  personal  financial  management,  tax  savings, 
and  insurance.  Bear  in  mind  that  Canadian  and  U.S.  books  are  based  on  dif- 
ferent tax  laws  and  procedures. 

On  these  same  topics,  other  publications  ranging  from  pamphlets  to 
newsletters  to  booklets  are  available  from  a variety  of  sources.  Here  are 
some  suggestions  for  materials  to  read. 


Investing 

How  to  Invest  Your  Money  in  Stocks  and  Bonds  by  The  Canadian  Securities  In- 
stitute. Toronto:  The  Canadian  Securities  Institute,  1976. 

This  offers  a comprehensive  course  of  home  study  on  investment 
principles,  enabling  the  reader  to  talk  intelligently  with  brokers  and  dealers, 
and  make  independent  decisions. 

The  Intelligent  Investor  by  Benjamin  Graham.  New  York:  Harper  and  Row, 
1973. 

This  book  helps  investors  develop  rational  personal  investment 
policies.  It  offers  some  comparisons  of  securities  to  illustrate  the  elements 
that  should  be  considered  when  choosing  common  stocks.  Written  for  the 
investor  rather  than  the  speculator,  the  text  distinguishes  between  the 
"defensive"  and  the  "enterprising"  investor,  and  offers  advice  for  both. 

Money  Angles  by  Andrew  Tobias.  New  York:  Linden  Press,  1984. 

Funny  and  informative,  here's  a book  that  talks  and  teaches  about 
money  — getting  it,  keeping  it,  investing  it,  borrowing  it,  spending  it.  Topics 
such  as  mutual  funds,  municipal  bonds,  brokerage  houses,  corporate 
reports,  and  sources  of  business  news  are  discussed.  Glossary  and  index  in- 
cluded. 

The  Money  Labyrinth:  A Stock  Market  Guide  by  a Canadian  Broker  by 
S.E.  Woods.  Toronto:  Doubleday  Canada,  1984. 

All  about  the  stock  market.  Presented  are  various  possible  invest- 
ment strategies  and  pitfalls.  Bonds,  preferred  shares,  common  stocks, 
mutual  funds,  commodities,  index  futures,  options  trading,  precious  metals, 
warrants,  and  tax  shelters  are  explained.  Glossary  and  index  included. 

The  Revised  and  Expanded  Canadian  Tax  and  Investment  Guide  by  Henry 
Zimmer.  Edmonton:  Hurtig  Publishers,  1985. 

Using  a mathematical  approach,  Zimmer  focuses  on  ideas  on  maxi- 
mizing investment  yield,  tax  planning,  and  dealing  with  the  tax  collector. 


Understanding  Wall  Street  by  J.B.  Little  and  L.  Rhodes,  Rev.  ed.  Maryland: 
Liberty  Publishing,  1982. 

Easy  to  understand,  this  book  serves  as  a layman's  guide  to  invest- 
ment techniques. 


HENRY  B.ZIHHER’S 


forCaradfans 


A PRACTICAL  HATH  GU1DET3 
HAKINCYOURHOBEYCROW 

LEAR*  HOWTO- 

• Find  the  mortgage  rate  and  term  that 
J is  best  for  you 

• Calculate  investment  yields  from  savings 
^ accounts,  RRSPs,  real  estate  and  the 

T stock  market 

| • Evaluate  life  insurance  costs  and  benefits 

| • Understand  leasing  and  other  financial 

« arrangements 

i • Figure  out  the  cost  of  borrov/ing  money 

BYOSIHC  EASY-TQ-FOLLOWTABIES 

• You  can't  afford  to  be  without  this  booh 


A number  of  investment  or  market  letters  are  available,  ranging  in 
cost  from  about  $100  to  $300  for  a year's  subscription.  Before  you  subscribe, 
study  them  at  your  local  library.  While  these  letters  are  current  and  highly 
informative,  each  has  its  own  personal  bias,  highly  influenced  by  its  editorial 
staff.  Although  definite  recommendations  are  often  made,  readers  must 
remember  that  the  writers  are  human  and  are  capable  of  error.  Some  of  the 
Canadian  letters  available  by  subscription  include  Money  Reporter,  The 
MoneyLetter,  The  Investment  Reporter,  Investors'  Digest,  and  Deliberations:  The 
Ian  McAvity  Market  Letter. 

Major  investment  houses  publish  regular  economic  reviews  and  re- 
search reports  on  individual  market  sectors  as  well  as  on  specific  stocks. 
These  publications  are  free  to  the  public.  Pick  them  up  from  the  offices  of 
the  investment  firms  or  ask  to  be  put  on  mailing  lists.  Although  these  news- 
letters are  usually  informative  and  well  researched,  don't  forget  they  are  in- 
fluenced by  the  views  of  the  companies  that  produce  them. 

Personal  Financial  Management 

The  Canadian  Woman's  Guide  to  Money  by  Monica  Townson  and  Frederick 
Stapenhurst.  Rev.  ed.  Toronto:  McGraw-Hill  Ryerson,  1982. 

The  authors  describe  what  every  woman  on  her  own  needs  to 
know  about  credit,  investments,  life  insurance,  income  tax,  employment, 
retirement,  budgets,  and  money  matters.  This  book  looks  at  the  financial 
needs  and  money  management  problems  of  women  in  general,  and  of 
women  in  particular  situations  such  as  working  wives,  women  re-entering 
the  workforce,  and  women  as  single  parents. 

Everywoman's  Money  Book  by  Betty  Jane  Wylie  and  Lynne  MacFarlane.  Rev. 
ed.  Toronto:  Key  Porter  Books,  1985. 

The  authors  describe  a step-by-step  plan  to  help  women  earn  credit 
ratings,  plan  investment  strategies,  set  and  reach  financial  goals,  reduce  in- 
come tax  and  plan  for  retirement.  Glossary  included. 

Get  Smart!  Make  Your  Money  Count  by  Lyman  Maclnnis.  Scarborough: 
Prentice-Hall  Canada,  1983. 

Part  one  is  a basic  guide  to  budgeting  and  includes  information  on 
tax  shelters,  credit,  and  insurance.  Part  two  is  a guide  to  investing  in 
securities. 

It's  Your  Money  by  Brian  E.  Anderson  and  J.  Christopher  Snyder.  Toronto: 
Methuen,  1984. 

A comprehensive  work  which  covers  budgeting,  credit,  savings,  in- 
vestments, employee  benefits,  tax  shelters,  insurance,  and  estate  planning.  It 
also  offers  rules  for  finding  and  using  a financial  advisor. 

Money  Manager  for  Canadians  by  Henry  B.  Zimmer.  Toronto:  Totem,  1984. 

If  you  want  to  compare  investment  yields,  decide  which  mortgage 
rate  and  term  are  best  for  you,  evaluate  insurance  costs,  and  make  many 
other  calculations  related  to  your  personal  finances,  this  practical  math  guide 
and  a calculator  will  help. 


Tax  Savings 

Are  You  Paying  Too  Much  Tax?  by  W.  Beach  and  L.  Hepburn.  Toronto: 
McGraw-Hill  Ryerson,  Annual. 

Updated  annually,  this  guide  to  reducing  income  taxes  includes  an 
explanation  of  the  latest  changes  in  tax  legislation.  The  authors  also  offer  ad- 
vice on  how  to  deal  with  the  tax  department. 

RRSPs  1986.  The  Authoritative  Guide  to  Retirement  Savings  Strategies  by  Steven 
G.  Kelman.  Toronto:  Financial  Times  of  Canada,  Annual. 

This  publication  is  updated  annually  to  reflect  those  changes  in  the 
federal  budget  which  affect  retirement  savings  strategies. 

The  Delaney  Report  on  RRSPs  by  Tom  Delaney.  Toronto:  McGraw-Hill 
Ryerson,  1985. 

This  is  a comprehensive  guide  to  RRSPs  complete  with  an  explana- 
tion of  RRSPs  and  the  different  types  available.  It  discusses  maturity  options 
and  includes  a buyer's  guide. 

Tax-Saving  Strategies  for  the  Canadian  Investor  by  David  Louis.  Willowdale: 
Hume  Publishing,  1984. 

This  book  gives  consumers  an  insight  into  tax  planning.  The  author 
shows  how  investments  are  taxed  and  describes  effective  ways  to  reduce 
personal  taxes. 

Annual  tax  reviews  and  tax  planning  publications  are  prepared  by 
major  chartered  accounting  firms  and  investment  dealers.  They  are  usually 
offered  without  charge  to  clients  and,  on  request,  to  other  individuals.  The 
contents  are  generally  comprehensive  and  understandable. 

Revenue  Canada  publishes  a number  of  small  booklets  and  inter- 
pretation bulletins  which  are  available  without  charge  from  any  district  taxa- 
tion office.  Revenue  Canada  also  answers  tax  inquiries  by  telephone.  Check 
your  telephone  directory  for  the  toll-free  telephone  number  in  your  area. 

Insurance 

Effective  Insurance:  A Guide  for  Buyer  and  Seller  by  Francis  Tierney  and  Paul 
Braithwaite.  Toronto:  Butterworths,  1984. 

Written  for  the  layman,  this  offers  a detailed  explanation  of  general 
insurance  and  the  types  of  protection  available.  The  authors  aim  to  help  the 
insurance  buyer  gain  enough  knowledge  to  question  an  insurance  advisor  in 
an  informed  way. 

Stone  and  Cox  Life  Insurance  Tables  by  Stone  and  Cox.  Toronto:  Stone  and 
Cox,  1984. 

Updated  annually,  this  publication  provides  a comparison  of  rates 
offered  by  established  life  insurance  companies  operating  in  Canada.  Listed 
are  specimen  premium  rates,  surrender  values,  and  dividends. 


HI 


Contact  The  Canadian  Life  and  Health  Insurance  Association  if  you 
have  questions  about  life  or  disability  insurance  or  if  you  want  one  of  these 
booklets:  A Guide  to  Buying  Life  Insurance,  Sharpen  Your  Pencil,  Where  Will  the 
Money  Come  From  if  You're  Disabled,  You  and  Your  Group,  Where  is  Every- 
thing, After  the  Gold  Watch.  Contact: 

The  Canadian  Life  and  Health  Insurance  Information  Centre 
20  Queen  Street  West,  Suite  2500 
Toronto,  Ontario 
M5H  3S2 

Telephone  (toll-free):  1-800-268-8099 

Contact  The  Insurance  Bureau  of  Canada  for  information  on  auto- 
mobile or  property  insurance  or  if  you  want  one  of  these  booklets:  Home  In- 
surance Explained,  Car  Insurance  Explained.  Contact: 

The  Insurance  Bureau  of  Canada 
10080  Jasper  Avenue,  Suite  1105 
Edmonton,  Alberta 
T5J  1V9 

Telephone:  423-2212  in  Edmonton 
Outside  Edmonton  (toll-free):  1-800-232-7275 


Read  Newspapers 
And  Magazines 

Many  newspapers  and  magazines  report  exclusively  on  financial 
matters.  Browse  the  shelves  of  your  local  newsstands  and  library.  Good  fin- 
ancial papers  or  magazines  will  provide  informed  comments  that  cover  a 
broad  range  of  current  economic  events. 

Detailed  market  reports  are  available  in  three  Canadian  papers:  The 
Financial  Post  and  the  Financial  Times  of  Canada , both  of  which  publish 
weekly,  and  the  daily  Globe  and  Mail.  These  market  reports  contain  a wealth 
of  information  which  can  be  readily  understood  if  you  know  the  symbols.  If 
you  are  an  investor  in  securities  or  mutual  funds,  reading  market  reports  will 
keep  you  informed  of  the  status  of  your  investment.  Study  pages  65  and  66 
for  samples  of  weekly  bond  quotations,  daily  stock  quotations  and  a monthly 
mutual  fund  survey  with  interpretive  notes  to  assist  you. 

The  Financial  Post  has  a monthly  supplement,  The  Financial  Post 
Magazine.  The  Financial  Times  comes  with  a monthly  newsletter  called  Per- 
sonal Finance.  The  Globe  and  Mail  also  publishes  a magazine  called  Report  on 
Business,  which  is  inserted  in  the  paper  once  a month. 

Popular  Canadian  financial  magazines  include  Canadian  Business 
and  Your  Money.  Popular  U.S.  publications  include  Business  Week,  Forbes, 
Fortune,  and  Money.  Because  of  its  uncomplicated  style  and  general  focus, 
the  Canadian  magazine  Your  Money  will  be  of  special  interest  to  beginning 
investors. 
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CANADIAN  BOND  QUOTATIONS 


Extendable  Bond. 
First  maturity  date 
May  1,  1986,  you 
may  extend  it  to 
May  1,  1991. 

Interest  coupon  of 
15%.  This  bond  will 
pay  $150  interest 
every  year  until 
maturity. 

To  purchase  this 
bond  you  must  pay 
$1,176.30  today. 
However,  it  will 
earn  annual  interest 
of  $142.50  until 
maturity,  September 
1,  1992,  at  which 
time  it  will  be 
redeemed  for 
$1,000,  its  face 
value. 


As  supplied  to  FRI  Information 
Services  Ltd.  by  Canadian  Bond  Rat- 
ing Service. 

Data  compiled  on  Jan.  31. 

Quote  is  estimate  of  price  at  cur- 
rent interest  rate  levels.  On  extend- 
ibles and  retractibles,  yield  on  bond 
trading  over  par  is  calculated  to  long 
date,  yield  on  bond  under  par  is 
based  on  earliest  maturity. 
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Date  at  which  bond 
matures  and  can  be 
redeemed  at  full 
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November  27,  1990. 
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You  could  buy  this 
$1,000  bond  for 
$780.00  today,  and 
on  March  1,  2001, 
redeem  it  for 
$1,000. 

This  is  the  effective 
yield  to  maturity. 
This  figure 
calculates  both 
annual  interest  plus 
capital  gain  or  loss 
to  maturity. 


Reprinted  with  permission  from  Canadian  Bond  Rating  Service  of  Montreal,  (CBRS  Inc.)  and  The  Globe  and  Mail. 


Price  range  today 
was  $20  3/8 
to  $20. 

Price  range  during 
past  52  weeks  was 
$22  1/8  to  $13. 
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FINANCIAL  TIMES  — Markets 


Funds  survey  for  periods 
ended  October  31 


Shown  below  are  annual  compound  rates  of  return  earned  on  in- 
vestment fund  shares  and  special  guaranteed  savings  accounts.  The  net 
asset  value  used  in  calculations  represents  the  amount  investors  re- 
ceive when  selling  shares  back  to  the  fund,  excluding  any  fees. 

Rate-of-retum  calculations  include  dividends  and  capital  gains 
from  the  start  of  the  period  and  assume  reinvestment  of  dividends  in  the 
months  paid  No  adjustments  are  made  for  varying  sales  charges  or  ad- 
ministration fees  billed  to  the  individual  investor  but  share  splits  are 
taken  into  consideration 

Equity  funds  are  categorized  by  historical  variability  of  rate  of  re- 
turn ; that  is.  by  the  risk  involved.  Funds  whose  returns  have  historically 
fluctuated  widely  are  categorized  as  having  high  variability.  These 
will  probably  be  top  performers  during  rising  markets  and  poor  per- 
formers in  falling  markets 

Funds  with  low  variability  are  those  with  rates  of  return  relatively 
consistent  through  most  periods.  Intermediate  variability  funds  have 
had  rate-of-retum  fluctuations  similar  to  the  general  market 

Dividend-income  funds  are  low-risk  equity  funds  that  invest  in 
high-yielding  preferred  and  common  shares  While  some  are  eligible  for 
tax  shelters  such  as  registered  retirement  savings  plans,  the  group  is 
used  primarily  by  investors  who  want  dividend  income  to  take  advan- 
tage of  the  dividend  tax  credit  to  increase  after-tax  returns. 

Fixed-income  funds  invest  in  bonds,  mortgages  or  both  While 
they  have  generally  been  less  volatile  than  equity  funds,  there  have  been 


periods  in  recent  years  when  they  have  been  extremely  volatile  because 
of  sharp  moves  in  interest  rates. 

Balanced  funds  include  both  bonds  and  stocks,  with  the  actual  mix 
changing  with  market  conditions. 

Money  market  funds  are  fixed-income  funds  that  invest  in  securi- 
ties that  mature  within  one  year.  Their  rates  of  return  follow  general 
trends  in  interest  rates.  This  group  includes  savings  funds  that  pool  the 
savings  of  small  investors  to  get  wholesale  deposit  rates  from  banks. 

Real  estate  funds  are  mutual  funds  that  invest  in  real  estate.  They 
differ  from  other  mutual  funds  in  that  unit  or  share  values  are  based  on 
appraisals  or  estimates  of  worth  rather  than  market  trades.  As  well, 
these  funds  may  operate  in  part  with  borrowed  funds. 

Guaranteed  funds  are  variable-rate  savings  accounts  widely  used 
in  RRSPs.  They  are  a benchmark  of  risk-free  rates  of  return  available  to 
small  investors. 

Gold  funds  are  the  most  volatile  type  of  fund  and  tend  to  move  inde- 
pendently of  stock  market  indexes.  Consequently,  they  are  listed  sepa- 
rately. 

Performance  comparisons  are  most  valid  when  made  within  volatility 
categories. 

The  survey  is  compiled  for  Financial  Times  by  S.  G.  Kelman  & Asso- 
ciates. Financial  Services  Ltd..  Toronto,  and  Financial  Models  Co.  Inc  . 
Toronto. 


Price  of 
one  unit 
of  the  fund. 


Total  value  of  the 
assets  of  the  fund 
in  millions  of 
dollars. 


This  survey  is  protected  by  copyright 
Reproduction  in  whole  or  in  part  is  prohibited  without 
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Annual  rates  of 
return.  Compare 
rates  of  return  of 
various  funds. 


High  variability  group 


Funds  with  restricted  tax  shelteLfiligibility 

AGF  Special  Fund  Ltd. 

| 11.191  74 

108 

GN 

9.00 

3.0 

0.3 

21.4 

20.8 

15.8 

25.9 

Bullock  Amer  Fund 

5.72 

96 

6 

GN 

9.00 

2.7 

-2.2 

19.8 

10.6 
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Funds  with  tax  shelter  eligibility 
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Low  variability  group 

_ A , Funds  with  restricted  tax  shelter  eligibility 

Percentage  Of  the  AGF  Option  Equity  Fund  4.46  57  17 

fund  in  foreian  All-Canadian  Compound  Fund  12.97  15 

a Eaton  Bay  Commonwealth  Fund  * 9.99  5.1  86 

securities. International  Growth 8.55  I 88  I 3 

Trans-Canada  Shares  Series  B 83.68  ! 
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Review 

Organizations 


The  following  organizations  provide  services  and  in  some  cases  in- 
formation to  the  public  on  matters  related  to  investing  in  securities. 


Alberta  Securities  Commission 

The  Alberta  Securities  Commission  administers  the  Securities  Act, 
the  Franchises  Act,  and  the  Deposit  Regulation  Act  as  well  as  certain  provi- 
sions of  other  provincial  legislation.  The  Commission  reviews  all  prospec- 
tuses of  publicly  traded  financial  instruments  in  Alberta  and  registers  all  per- 
sons selling  securities  to  the  public  in  Alberta.  The  Commission  acts  as  an  ap- 
peal body  to  which  the  public  may  refer  questions  or  difficulties  regarding 
aspects  of  the  financial  marketplace  over  which  the  Commission  has  juris- 
diction. 

The  Alberta  Securities  Commission  publishes  a weekly  bulletin, 
Weekly  Summary,  which  includes  detailed  information  about  insider  trading 
in  shares  of  companies  doing  business  in  Alberta.  Published  periodically  is 
Investor  Alert,  which  cautions  the  public  about  potential  problem  areas  in  the 
financial  marketplace.  Booklets  available  from  the  Commission  include:  A 
Guide  to  Securities  Investments,  A Guide  to  Old  Shares,  and  A Guide  to  Fran- 
chising. Use  the  clip-out  coupon  on  page  69  to  order  copies  of  these  booklets. 
The  Commission  also  maintains  public  files  of  historic^,  financial,  and  man- 
agement information  on  publicly  traded  companies.  For  a small  fee,  you  can 
examine  the  files.  Contact  the  Commission  at: 


Alberta  Securities  Commission 
21st  Floor 

10025  Jasper  Avenue 
Edmonton,  Alberta 
T5J  3Z5 

Telephone:  427-5201 


Alberta  Securities  Commission 
919  J.J.  Bowlen  Building 
620  - 7 Avenue  S.W. 

Calgary,  Alberta 
T2P  0Y8 

Telephone:  297-6454 


Alberta  Stock  Exchange 

The  Alberta  Stock  Exchange  is  the  marketplace  in  which  shares  of 
companies  listed  on  this  exchange  are  traded.  It  protects  the  interests  of  the 
investing  public  in  several  ways.  First,  minimum  listing  and  financial  report- 
ing requirements  must  be  met  before  a company  can  offer  its  shares  for  pub- 
lic sale  through  the  Exchange.  Second,  the  Exchange  is  a self-regulatory  body 
requiring  a certain  standard  of  conduct  from  its  members.  Third,  the  Ex- 
change is  a governor  of  the  National  Contingency  Fund  (explained  on  page 
12)  and,  in  this  role,  adjudicates  claims  against  member  firms  and  ultimately 
against  the  fund.  Contact  the  Exchange  at: 

Alberta  Stock  Exchange  Building 
300  - 5 Avenue  S.W. 

Calgary,  Alberta 
T2P  3C4 

Telephone:  262-7791 

Investment  Dealers  Association 

The  Investment  Dealers  Association  (I.D.A.)  is  a national  organiza- 
tion whose  members  are  investment  dealers  and  brokers  doing  business  in 
Canada.  The  I.D.A.  acts  in  many  capacities  to  serve  the  interests  of  the  in- 
vesting public.  First,  it  acts  as  a self-regulatory  body  to  enforce  its  bylaws. 
These  include  a stringent  code  of  behavior  for  investment  dealers  who  are 
I.D.A.  members.  The  Association  also  monitors  the  financial  solvency  of 
member  firms,  and  conducts  periodic  compliance  audits  to  ensure  that  busi- 
ness with  clients  is  properly  transacted. 

In  conjunction  with  the  Canadian  Securities  Institute,  the  I.D.A. 
carries  out  an  education  and  information  function.  Small  publications, 
issued  periodically  on  pertinent  subjects,  are  made  available  to  the  public 
through  investment  dealers'  offices  or  directly  from  the  I.D.A. 

The  I.D.A.  acts  in  a disciplinary  capacity  with  its  members,  and  in- 
vestigates complaints  from  the  public  about  member  firms.  The  I.D.A.  will 
recommend  restitution  if  a complaint  is  found  to  be  legitimate,  but  it  cannot 
force  a member  firm  to  comply.  Contact  the  Association  at: 

Investment  Dealers  Association 
1110  Daon  Building 
444  - 5 Avenue  S.W. 

Calgary,  Alberta 
T2P  2T8 

Telephone:  262-6393 


Alberta  Consumer  and  Corporate  Affairs 


Alberta  Consumer  and  Corporate  Affairs  is  a multi-faceted  depart- 
ment serving  the  interests  of  both  consumers  and  business.  Through  the 
Consumer  Education  and  Information  Program,  workshops  and  publications 
on  financial  matters  are  provided  by  the  department's  regional  offices.  A list 
of  publications  relating  to  financial  matters  is  provided  below  along  with  a 
clip-out  order  coupon.  Contact  your  nearest  regional  office  for  more  infor- 
mation about  departmental  services. 


Calgary  297-5700 
301  Centre  70 
7015  Macleod  Trail  S. 

Box  5880,  Postal  Station  A 
Calgary,  Alberta 
T2H  2M9 

Edmonton  427-5782 
3rd  Floor  Capilano  Centre 
9945  - 50  Street 
Edmonton,  Alberta 
T6A  OL4 

Fort  McMurray  743-7231 
Provincial  Building 
5th  Floor,  West  Tower 
9915  Franklin  Avenue 
Fort  McMurray,  Alberta 
T9H  2K4 

Grande  Prairie  538-5400 
2nd  Floor  Provincial  Building 
10320  - 99  Street 


Lethbridge  381-5360 
#300  Professional  Building 
740  - 4 Avenue  S. 

Bag  Service  3014 
Lethbridge,  Alberta 
T1J  4C7 

Medicine  Hat  529-3535 
770  - 6 Street  S.W. 

Medicine  Hat,  Alberta 
T1A  4J6 

Peace  River  624-6214 
2nd  Floor  Provincial  Building 
9621  - 96  Avenue 
Bag  900,  Box  9 
T0H  2X0 

Red  Deer  340-5241 

2nd  Floor  Provincial  Building 

4920  - 51  Street 

Red  Deer,  Alberta 

T4N  6K8 


Grande  Prairie,  Alberta 
T8V  6J4 


MONEY  MANAGEMENT  INFORMATION 

To  receive  free  information,  complete  this  coupon  and  mail  it  to  any  regional  office  of  Alberta  Consumer  and  Corporate  Affairs 
(see  addresses  above),  or  to:  Alberta  Consumer  and  Corporate  Affairs,  Box  1616,  Edmonton,  Alberta,  T5J  2N9. 

Place  a check  mark  beside  the  publications  you  wish  to  receive. 

Buying  a House  _ 


_ 


_ Children’s  Allowances 

_ Co-signing  Credit  Contracts 

_ Credit  Worthiness  and  Credit  Reporting  Agencies 

_ Electronic  Funds  Transfer 

_ A Guide  to  Securities  Investments 

_ A Guide  to  Old  Shares 

_ A Guide  to  Franchising 

_ How  Marital  Status  Affects  Credit 


Name: 


_ Legal  Remedies  of  Credit  Grantors 
_ Mortgages 

_ Purchasing  Real  Estate  Outside  Alberta 
_ Purchasing  Time  Sharing 
_ Responsible  Credit  Use 
_ Shop  Around 
_ Taking  Charge 

_ 2000  A.D.  — A Guide  To  Financial  Awareness 
_ Moving  Out  (a  guide  to  independent  living  for  young  adults) 


Postal  Code: 


Use  The  Glossary 


A 


ANNUITY:  An  investment  contract  providing 
the  investor  with  a fixed  payment  at  regular 
periods,  often  monthly.  Each  payment  repre- 
sents a portion  of  the  capital  invested  and  in- 
terest earned. 

ASSET:  Anything  of  monetary  value  that  is 
owned.  A car  and  house  are  examples  of  phy- 
sical assets;  a savings  account,  cash,  and  a bond 
are  examples  of  financial  assets. 

FBI 


BEARER  SECURITY:  A security  for  which 
the  issuing  company  keeps  no  record  of  owner- 
ship, neither  in  its  books  nor  on  the  security 
certificate.  The  holder  of  a bearer  security  is 
assumed  to  be  the  owner.  Also  known  as  a se- 
curity in  STREET  FORM.  (See  also  REGIS- 
TERED SECURITY.) 

BLUE-CHIP:  Active  securities  of  leading,  well- 
known  companies  with  continuous  records  of 
paying  dividends  every  quarter  for  at  least  25 
years,  through  good  and  bad  economic  times. 
Blue-chip  securities  have  strong  investment 
qualities. 

BOND:  A certificate  of  debt  issued  by  a 
government  or  company.  In  effect,  the  bond- 
holder loans  money  to  the  bond  issuer  for  a 
definite  period  of  time  at  a specified  rate  of  in- 
terest. When  the  bond  matures,  the  loan  must 
be  repaid  to  the  bondholder.  The  borrower 
pledges  assets  as  security  for  the  loan,  except  in 
the  case  of  government  bonds. 

BULLION:  Precious  metals  such  as  gold  and 
silver  in  the  form  of  ingots  or  bars  rather  than 
coins. 
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CANADA  SAVINGS  BONDS:  A debt  invest- 
ment issued  by  the  Government  of  Canada. 
Canada  Savings  Bonds  (CSBs)  must  be  regis- 
tered in  the  name  of  an  individual.  They  are 
sold  in  regular  interest  form  with  interest  paid 
annually  or  in  compound  interest  form  with  the 
accumulated  interest  paid  together  with  the 
principal  when  the  bond  matures.  CSBs  may 
be  cashed  by  the  owner  at  any  time  at  most 


Canadian  financial  institutions.  The  principal 
plus  accrued  interest  will  be  paid. 

CAPITAL:  An  investor's  financial  assets, 
especially  cash.  In  an  economic  sense,  the  term 
refers  to  physical  assets  such  as  machinery  and 
buildings  which  companies  use  to  produce 
goods. 

CAPITAL  GAIN  OR  LOSS:  The  profit  or  loss 
resulting  from  the  sale  of  a capital  asset. 

CERTIFICATE:  The  document  that  indicates 
ownership  of  a share,  bond,  or  debenture. 

COMMODITY  EXCHANGE:  A market 
where  commodities  and  futures  contracts  for 
commodities  are  bought  and  sold. 

COMMON  SHARES:  Securities  that  entitle 
the  holders  to  ownership  in  the  issuing  com- 
pany. They  generally  carry  voting  privileges. 

COMPOUND  INTEREST:  Interest  calculated 
not  on  the  principal  only,  but  on  the  sum  of  the 
principal  and  interest  accrued  (not  paid  out). 

CONVERTIBLE  SECURITY:  A debenture  or 
preferred  share  that  can  be  exchanged  for  com- 
mon shares  of  the  issuing  company,  in  keeping 
with  specified  terms  of  the  conversion  privi- 
lege. 

COUPON:  The  percentage  of  a bond's  face 
value  that  is  paid  by  the  issuer  to  the  holder  as 
yearly  interest.  (An  8.5%  coupon  on  a $1,000 
bond  is  worth  $85  a year).  In  some  cases,  a 
coupon  is  the  detachable  portion  of  a bond  cer- 
tificate that  entitles  the  holder  to  a specified  in- 
terest payment  when  presented  at  a bank  or 
trust  company  on  or  after  its  due  date. 

CUMULATIVE  PREFERRED  SHARES:  A 

preferred  share  that  comes  with  this  provision: 
Should  any  dividend  payments  not  be  made, 
those  unpaid  dividends  will  accumulate  and  be 
payable  to  the  cumulative  preferred  share- 
holders before  any  dividends  can  be  paid  on 
the  common  shares. 
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DEBENTURE:  A certificate  of  debt  issued  by 
a government  or  company.  It  is  similar  in  most 
respects  to  a bond,  except  that  it  is  backed  only 
by  the  general  credit  of  the  issuer.  A debenture 
is  not  secured  by  a specific  claim  on  an  asset. 

DEBT  INVESTMENT:  Lending  your  money 
to  a borrower  who  pays  you  interest  for  the  use 


of  your  money  over  a variable  or  fixed  term 
and  repays  the  principal  or  face  value  on  de- 
mand or  at  maturity.  For  example,  in  the  case 
of  debt  investments  such  as  savings  accounts  or 
term  deposits  the  borrower  is  a financial  in- 
stitution, while  in  the  case  of  bonds  or  deben- 
tures the  borrower  is  the  government  or  a cor- 
poration. 

DEMAND  ACCOUNT:  Money  held  by  a 
banking  institution  in  an  account  from  which 
you  can  make  withdrawals  any  time  on  de- 
mand. Savings,  chequing  and  daily  interest  ac- 
counts are  demand  accounts. 

DEPOSIT:  A sum  of  money  that  is  put  into  a 
financial  instrument  or  demand  account  offered 
by  a financial  institution.  The  financial  instru- 
ment is  a debt  investment.  Interest  is  credited 
on  the  deposited  money  at  a specified  rate  and 
paid  daily,  monthly,  semi-annually  or  annually. 
The  principal  plus  accrued  interest  may  be 
withdrawn  on  demand,  or  at  the  end  of  a fixed 
term.  For  a discussion  of  the  safety  of  your 
money  in  a deposit,  see  the  section  ''Keep  Your 
Savings  Safe",  on  page  11. 

DISCOUNT:  The  amount  by  which  preferred 
shares  or  bonds  sell  below  their  stated  face 
value. 

DISCOUNT  BROKER:  A stockbroker  who 
charges  less  commission  than  a full-service 
broker.  Discount  brokers  only  take  orders  to 
buy  and  sell  securities;  they  do  not  give  advice 
or  offer  information. 

DIVERSIFICATION:  The  process  of  reducing 
portfolio  risk  by  selecting  a range  of  in- 
vestments from  low  risk  debt  investments  of 
various  terms,  to  equity  investments  such  as 
your  personal  residence,  growth  oriented 
shares  or  mutual  funds. 

DIVIDEND:  The  portion  of  a company's  profit 
that  is  paid  to  shareholders,  in  cash  or  shares, 
in  proportion  to  the  number  of  shares  they 
hold;  usually  paid  four  times  a year. 

DIVIDEND  TAX  CREDIT:  A tax  credit  appli- 
cable to  dividends  paid  by  Canadian  com- 
panies. In  calculating  your  income  tax,  you 
"gross  up"  by  reporting  150%  of  the  dividend 
amount  as  income.  You  are  then  allowed  34% 
of  the  original  dividend  as  a credit  toward  the 
federal  tax  you  owe. 
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EQUITY:  The  ownership  rights  of  common 
and  preferred  shareholders  in  a company. 
Equity  also  refers  to  the  difference  between 
assets  and  liabilities,  sometimes  called  net 
worth. 

EQUITY  INVESTMENT:  Using  your  money 
to  buy  a share  or  the  entire  ownership  of  a 
business,  property  or  commodity. 
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FACE  VALUE:  The  value  of  a bond  or  pre- 
ferred share  that  is  printed  on  the  face  of  the 
certificate.  Also  called  par  value,  face  value  is 
ordinarily  the  amount  the  issuing  company  pro- 
mises to  pay  upon  maturity  of  a bond  or  on  li- 
quidation of  the  company.  Face  value  has  little 
relationship  to  market  value. 

FULL-SERVICE  BROKER:  A stockbroker 
who  charges  full  commission  for  a complete 
range  of  services,  including  buying  and  selling 
securities,  offering  investment  advice,  and  pro- 
viding information  about  securities  and  their 
issuers. 
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GROWTH  SHARES:  Shares  of  young,  aggres- 
sive companies  which  frequently  direct  most  of 
their  profits  back  into  the  company  to  develop 
new  products  or  expand  the  business. 

GUARANTEED  INVESTMENT  CERTIFI- 
CATE (GIC):  A GIC  guarantees  a specified  rate 
of  interest  for  a stated  period  of  time,  usually 
one  to  five  years,  but  requires  a specified  mini- 
mum investment.  It  usually  cannot  be  cashed 
or  sold  before  maturity. 
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INTEREST:  The  money  borrowers  pay  to 
lenders  for  use  of  their  money. 

INTEREST  PENALTY:  The  amount  by  which 
interest  owing  is  reduced  because  the  invest- 
ment is  redeemed  before  maturity. 

INVESTING:  Using  money  to  make  more 
money;  that  is,  using  money  to  increase  capital 
or  gain  income. 

INVESTMENT:  Anything  into  which  money 
can  be  put  for  the  purpose  of  earning  a profit. 
For  a discussion  of  the  safety  of  your  money  in 
an  investment,  see  the  section  "Keep  Your  Sav- 


ings Safe",  on  page  11. 
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LEVERAGE:  Using  borrowed  money  to  in- 
crease the  amount  of  an  investment  and  there- 
by increase  the  potential  for  profit. 

LIABILITY:  Amount  of  money  owed;  debt. 

LIQUIDATE:  To  convert  securities  or  other 
property  into  cash. 

LIQUIDITY:  The  ease  with  which  an  invest- 
ment can  be  converted  into  cash  without  an  ap- 
preciable loss. 

LOAD:  The  portion  of  the  total  purchase  price 
for  units  of  a mutual  fund  that  covers  acquisi- 
tion costs  such  as  sales  commission. 
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MARGIN  ACCOUNT:  A special  account  set 
up  by  a broker  which  allows  a client  to  pur- 
chase securities  by  borrowing  a portion  of  the 
total  price  from  the  investment  firm.  Interest  is 
charged  on  this  loan,  and  it  is  secured  by  the 
client's  securities  which  are  held  in  bearer  form 
in  the  broker's  account. 

MARKET  PRICE:  The  last  price  at  which  a 
security  has  traded. 

MATURITY:  The  point  in  time  when' a finan- 
cial obligation,  such  as  a loan  or  a bond, 
becomes  due  and  payable. 

MONEY  MARKET:  The  market  where  short- 
term, relatively  low-risk  debt  securities  are 
bought  and  sold. 

MONEY  MARKET  FUND:  A type  of  mutual 
fund  invested  solely  in  short-term,  low-risk 
debt  securities  such  as  treasury  bills,  bankers' 
acceptance  notes,  and  other  commercial  debt 
instruments. 

MORTGAGE:  A legal  document  pledging  a 
specific  property  as  security  for  a loan. 

MUTUAL  FUND:  Money  pooled  by  individ- 
uals to  be  invested  on  their  behalf,  usually  in  a 
specific  kind  of  investment  such  as  common 
shares,  mortgages,  or  money  market  instru- 
ments. 
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NET  WORTH:  The  difference  between  assets 
and  liabilities. 

NEW  ISSUE:  A first-time  distribution  of 
securities  for  sale  by  the  issuer. 
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OPTION:  The  right  to  buy  or  sell  a specific 
security  at  a specific  price  within  a set  period  of 
time.  An  option  that  gives  the  holder  the  right 
to  sell  is  called  a "put  option";  one  giving  the 
holder  the  right  to  buy  is  known  as  a "call  op- 
tion". 

ORDER:  A customer's  instruction  to  a broker 
to  buy  or  sell.  A MARKET  ORDER  is  an  order 
to  buy  or  sell  a security  as  soon  as  the  order  is 
received,  at  the  best  available  market  price.  An 
OPEN  ORDER  is  an  instruction  to  buy  or  sell  a 
security  when  it  reaches  a certain  market  price, 
rather  than  at  the  market  price  at  the  time  of 
the  order. 
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PENNY  SHARES:  Low-priced,  speculative 
shares  that  usually  sell  at  less  than  a dollar 
each. 

PORTFOLIO:  The  complete  collection  of  in- 
vestments held  by  an  investor  or  group  of  in- 
vestors. 

PREFERRED  SHARES:  Shares  that  entitle 
the  owner  to  fixed  dividends  payable  before 
dividends  on  common  shares,  and  to  receipt  of 
a stated  dollar  value  per  share  in  the  event  of 
liquidation  of  the  issuing  company.  Preferred 
shares  do  not  usually  carry  voting  privileges. 

PRESENT  VALUE:  The  current  value  of 
something  (usually  money)  to  be  delivered  in 
the  future. 

PRINCIPAL:  The  face  value  of  any  debt, 
security,  or  loan  on  which  interest  is  paid  or 
charged. 

PROSPECTUS:  A legal  document  which  gives 
prospective  buyers  information  about  a new 
issue  of  shares  being  offered  to  the  public.  It 
must  conform  to  the  requirements  of  securities 
commissions  wherever  the  issue  is  being  of- 
fered for  sale. 

PROXY:  Written  authorization  from  a share- 
holder to  someone  else  to  represent  the  share- 
holder and  vote  his  shares. 
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REAL  RATE  OF  RETURN:  The  income  from 
an  investment,  expressed  as  a percentage  of  an 
investment  after  the  effects  of  inflation  have 
been  subtracted.  Your  real  rate  of  return  is  also 
reduced  by  taxation. 


REDEEM:  To  buy  back.  In  the  case  of  a debt 
investment,  a bond  or  a debenture,  the  issuer 
pays  back  your  money,  the  face  value  of  the  in- 
strument, and  takes  back  the  certificate. 

REGISTERED  SECURITY:  A security  for 
which  ownership  is  recorded  on  the  certificate 
and  on  the  books  of  the  issuing  company.  A 
registered  security  cannot  be  transferred 
without  the  owner's  signature  and  an  accom- 
panying transfer  on  the  issuer's  books.  See  also 
BEARER  SECURITY. 

RISK:  Financial  uncertainty;  the  possibility  of 
losing  invested  funds  due  to  a decline  in  the 
value  of  the  investment. 

RIGHTS  AND  WARRANTS:  A RIGHT  is  a 
shareholder's  option  to  buy  additional  shares 
from  the  issuer  within  a specific  period  of  time. 
A WARRANT  is  similar  to  a right,  but  is  ex- 
tended over  a longer  period. 
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SECURITIES  COMMISSION:  A provincial 
body  responsible  for  administration  of  the 
legislation  that  regulates  the  securities  industry. 

SECURITIES  MARKET:  A general  term  used 
to  describe  the  collectivity  of  markets  in  which 
debt  and  equity  securities  are  traded. 

SECURITY:  A document  that  signifies  owner- 
ship of  an  investment  asset,  such  as  shares, 
bonds,  and  debentures. 

SETTLEMENT  DATE:  The  date  when  a se- 
curity must  be  paid  for  or  delivered;  usually  on 
or  before  the  fifth  business  day  following  the 
transaction. 

SHARE:  Ownership  of  part  of  the  capital  stock 
of  a company;  a certificate  that  documents  this 
ownership.  Also  called  stock. 

SPLIT:  An  action  on  a company's  part  de- 
signed to  reduce  the  price  of  its  shares.  The 
company  divides  its  outstanding  shares  thereby 
increasing  the  number  of  existing  shares.  For 
example,  a two-for-one  split  of  400,000  shares 
would  create  800,000  shares.  Because  a split 
has  no  effect  on  total  market  value  of  all  out- 
standing shares,  this  action  would  halve  the 
price  per  share.  A share  selling  at  $10  before  a 
two-for-one  split  would  be  worth  $5  after  the 
split.  Also  called  a stock  split. 

STOCKBROKER:  One  who  buys  and  sells  se- 
curities for  customers  and  charges  a commis- 
sion for  these  services.  See  also  DISCOUNT 
BROKER  and  FULL-SERVICE  BROKER. 
STOCK  EXCHANGE:  A specific  market  in 
which  shares  or  stock  are  publicly  traded.  Also 
an  association  of  investment  dealers  who  con- 


duct the  business  of  stock  trading. 

STREET  FORM:  See  BEARER  SECURITY. 

STRIPPED  BOND:  A bond  that  has  been 
stripped  of  its  coupons.  Both  the  stripped  bond 
and  its  coupons  are  sold  separately  at  present 
value.  The  return  on  the  bond  and  the  coupons 
comes  from  the  difference  between  their  face 
value  at  maturity  and  their  selling  price.  No  in- 
terest is  earned,  but  the  increase  in  value  is 
deemed  to  be  interest  for  tax  purposes.  May  be 
called  a ZERO  COUPON  BOND. 
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TERM  DEPOSIT:  A security  issued  by  finan- 
cial institutions  such  as  credit  unions,  banks 
and  trust  companies  that  earns  interest  at  a 
fixed  rate  for  a specificed  period  of  time.  The 
interest  is  usually  higher  than  that  paid  on  a 
premium  savings  account. 

TERM:  The  length  of  time  before  an  invest- 
ment reaches  maturity. 

TREASURY  BILLS:  Short-term  debt  securities 
issued  by  government.  Treasury  bills  are  sold 
at  a discount  and  mature  at  face  value.  The  dif- 
ference between  the  selling  price  and  face  value 
represents  the  lender's  earnings  in  lieu  of  inter- 
est. 
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WARRANT:  See  RIGHTS  AND  WARRANTS. 
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YIELD:  The  income  from  an  investment  ex- 
pressed as  a percentage  of  the  investment's  cur- 
rent market  value. 

YIELD  TO  MATURITY:  A complicated  but 
widely-used  method  of  calculating  a bond's 
value  by  taking  into  account  the  remaining 
term  of  the  bond,  its  coupon  payments,  and  its 
ultimate  redeemable  value. 
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ZERO  COUPON  BOND:  See  STRIPPED 
BOND. 


N.L.C.  - B.N.C. 


3 3286  06712844  3 


